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Part 1 - Annual Budget 


1.1 Mayor’s Report 

To be included with final draft budget when tabled in Council meeting to be held in May 2018. 

1.2 Draft Council Resolutions 

1. The Council of Knysna Local Municipality, acting in terms of section 24 of the Municipal 
Finance Management Act, (Act 56 of 2003) approves for consultation 

1.1. The annual budget of the municipality for the financial year 2018/19 and the multi-year 
and single-year capital appropriations as set out in the following tables: 

1.1.1. Budgeted Financial Performance (revenue and expenditure by standard 
classification) as contained in Table 11 on page 30 (MBRR Table A2); 

1.1.2. Budgeted Financial Performance (revenue and expenditure by municipal vote) as 
contained in Table 12 on page 32 (MBRR Table A3); 

1.1.3. Budgeted Financial Performance (revenue by source and expenditure by type) as 
contained in Table 13 on page 33 (MBRR Table A4); and 

1.1.4. Multi-year and single-year capital appropriations by municipal vote and standard 
classification and associated funding by source as contained in Table 14 on page 
36 (MBRR Table A5). 

1.2. The financial position, cash flow budget, cash-backed reserve/accumulated surplus, 
asset management and basic service delivery targets are approved for consultation as 
set out in the following tables: 

1.2.1. Budgeted Financial Position as contained in Table 15 on page 38 (MBRR Table 
A6); 

1.2.2. Budgeted Cash Flows as contained in Table 16 on page 40 (MBRR Table A7); 

1.2.3. Cash backed reserves and accumulated surplus reconciliation as contained in 
Table 17 on page 41 (MBRR Table A8); 

1.2.4. Asset management as contained in Table 18 on page 42 (MBRR Table A9); and 

1.2.5. Basic service delivery measurement as contained in Table 19 on page 46 (MBRR 
Table A10). 

2. The Council of Knysna Local Municipality, acting in terms of section 75A of the Local 
Government: Municipal Systems Act (Act 32 of 2000) approves for consultation with effect 
from 1 July 2018; the tariffs for property rates, the tariffs for electricity, the tariffs for the supply 
of water, the tariffs for sanitation services, the tariffs for solid waste services as set out in 
Annexure 4: 

3. The Council of Knysna Local Municipality, acting in terms of 75A of the Local Government: 
Municipal Systems Act (Act 32 of 2000) approves for consultation with effect from 1 July 2018 
the tariffs and fees for other services, as set out in Annexure 4. 

4. To give proper effect to the municipality’s annual budget, the Council of Knysna Local 
Municipality approves: 

4.1. That cash backing be implemented through the utilisation of a portion of the realisable 
accumulated surplus as at the end of the financial year to ensure that all capital reserves 
and provisions, unspent long-term loans and unspent conditional grants are cash backed 
as required in terms of the municipality's funding and reserves poli cy as p rescribed by 


section 8 of the Municipal Budget and Reporting E 
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4.2. That the municipality be permitted to enter into long-term loans for the funding of the 
capital programmes in respect of the 2018/19 financial year limited to an amount of R 
60 Million per financial year for 2018/19 and 2019/20 in terms of Section 46 of the 
Municipal Finance Management Act. 

4.3. That the Municipal Manager be authorised to sign all necessary agreements and 
documents to give effect to the above lending programme. 


1.3 Executive Summary 


Managing a Municipality in an unstable, politically charged environment with high level of 
inequalities after more than 22 years of democracy is a highly complex task, and has an impact 
on organizational leadership, strategies and organizational architecture (building blocks). Among 
the reason for heightened complexity are; staff turnover at senior management level, the 
inclination towards strategic flexibility to accommodate change, the emergence of networked 
community groups and the concern for sustainability and organizational culture. More than before 
it is vital that Knysna leadership think strategically as to how the objectives will be achieved and 
what it means to be sustainable in the current context of economic downturn, most importantly 
how will leadership contribute towards strategic development, change and transformation. 

In the context of Knysna Municipality this contribution towards strategic development and 
transformation includes, amongst others; 

• Empowering previously disadvantage communities and involving them in the formal 
economy, 

• Ensure integrated human settlement 

• Be a responsible Municipality that subscribe to the values of King IV. 


When thinking strategically about Knysna Municipality, current situation and future prospects in 
an environment where demand outstrips the supply, man^Qfimefat is faced with four critical 
questions: 

• Where are we now? 

• Where do we want to go? 

• How will we get there? 

How are we doing in trying to get th 

To answer the first question management should consider the following in the Municipality; 

• Competitive advantage of the greater Knysna, 

• The standard and quality of Municipal infrastructure, 

• Resources and dynamics, 

• The extent to which the Municipality meets the needs and expectations of its customers 
and stakeholders, 

• Environmental integrity, 

• Current performance. 



The second question refers to the strategic direction that Leadership believes the Municipality 
should adopt. To answer the third question will depend on, how the strategy is formulated at 
different levels of the organization and whether the strategy formulation was based on customer 
needs, stakeholder’s expectations, integration with environment and ethical perspectives. The 
influence of leadership, organizational values, organizational culture and organizational 
architectures on strategy implementation. 
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Finally, to answer the last question requires that strategic leaders manage the performance of the 
Municipality by means of strategic control measures and appropriate feedback. 

An Integrated Development Plan (IDP) is a plan for the Municipal area, that gives an overall 
framework for development. It aims to co-ordinate the work of local and other spheres of 
government in a coherent plan to improve the quality of life for all the people living in an area. It 
should take into account the existing conditions and problems and resources available for 
development. The plan should look at economic and social development for the area as a whole. 
It must set a framework for how land should be used, what infrastructure and services are needed 
and how the environment should be protected. Strategic management can be defined as a set of 
decisions and actions that result in the formulation and implementation of plans designed to 
achieve an organisation’s goals (Pearce & Robinson, 2009:3). In a similar way Municipal IDP is 
built on the evolution of various community needs, ideas and functionalities - which we collect 
from the IDP public engagements with our communities and specific stakeholders. Knysna 
Municipal IDP can be viewed as the direction and scope of the Municipality over the long term, 
which achieve service delivery for the Municipality through its configuration of resources within a 
changing environment and to fulfill stakeholder’s expectations. 

If we are to be good strategic management leaders, we need to understand the various 
perspectives and thoughts of our communities. If we do not understand or have a sound 
knowledge of the evolution of our community needs, our knowledge and understanding of 
Municipal IDP, and our ability to apply and respond to, will be limited. It is also important to 
understand from the very beginning that the IDP building blocks are similar to the bricks used to 
build with a building. The shape of the final building is determined by the architectural design or 
plan, as well as bv the workmanship of the builder . Although, two different buildings may not be 
similar in any way, they may still use the same bricks. The same applies to the IDP: the building 
blocks could take different forms given different contexts. Understanding the essence of each 
block therefore facilitates its application. 



Figure 1 Same bricks but different builders and architects 
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1.4 Stakeholders Engagement 

Louw and Venter (2013) highlight the importance of considering stakeholders in strategic 
decisions. This is especially important in the Knysna context. It is important that Knysna 
Municipality identify its key stakeholders and explicitly state its key responsibilities towards them 
by asking: 

How do we view our responsibilities to employees, communities, the environment, social issues? 
(Louw & Venter, 2013:89). These responsibilities should be taken into consideration in the vision 
and mission formulation process. If Knysna municipality directly addresses its stakeholders, it will 
ensure that the Municipality earns their support. The Municipality is accountable to a broad range 
of stakeholders, that include ward committees, rates payer’s associations, unions and employees, 
who can make it either more difficult or easier to execute a strategy. Knysna Municipality is not 
separate from society, and the success of the Municipality is inextricably linked to the wellbeing 
of the wider community. This is the main reason why Council must consider stakeholders' 
interests, needs and preferences. 

The concept of stakeholders is a fundamental element of the King reports on corporate 
governance in South Africa, and Louw and Venter (2013) illustrate how this concept relates to 
both corporate governance and corporate citizenship. After all, Corporate governance is also 
about the responsible leadership that is transparent, answerable and accountable towards the 
Municipality identified stakeholders (Naidoo, 2002:2). The power and influence of stakeholders 
over strategic decisions is an important consideration for Council. Power can take the form of 
formal voting power, economic power (suppliers, rate payers), or political power (unions, political 
action groups and governmental bodies). Khoza and Adam (2005:45) state that any organization 
is the sum of its stakeholders. While all have a common interest in the organization’s success, 
stakeholders have different perspectives on the organization, each looking to take something 
different out of it. All stakeholders have an ability to influence that success. 

It is not easy, and sometimes not practical, to engage with stakeholders because their claims and 
expectations may be conflicting. Thus, it is important for Council to strike a balance between 
conflicting stakeholder interests which on its own is a fundamental challenge and require strategic 
Leadership. The strategic direction should be communicated to all the stakeholders both inside 
and outside the organisation. Inclusivity of stakeholders is essential to achieving sustainability 
and the legitimate interests and expectations of stakeholders must be taken into account in 
decision-making and strategy. 


1.5 Challenges, Economic outlook, Budget process, Funding choices 

The application of sound financial management principles for the compilation of Knysna 
Municipality’s strategic plan is essential and critical to ensure that Knysna Municipality remains 
financially viable and that municipal services are provided sustainably, economically and equitably 
to all communities. 

Knysna Municipality's business and service delivery priorities were reviewed as part of this year’s 
planning and budgeting process. Where appropriate, funds were transferred to address crucial 
service delivery needs and to ensure compliance with legislative requirements and to meet 
service delivery obligations. The February 2018 adjustment budget is reflective of this principle 
and supports the municipality’s quest for financial sustainability. 

Knysna Municipality has embarked on implementing a range oljeventjexollectTorrSratkgies to 


optimize the collection of debt owed by consumers and to eras 
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and collected. Furthermore, Knysna Municipality will undertake various customer care initiatives 
to ensure the municipality truly involves all citizens in the process of ensuring true community 
participation. 

National Treasury’s MFMA Circular No. 89 and 91 were used to guide the compilation of the 
2018/19 MTREF. 

The main challenges experienced during the compilation of the 2018/19 MTREF can be 
summarized as follows: 

• Compliance with mSCOA requirements 

- Political instability 

• Turnover rate at senior management positions 

• The slow recovery from the economic downturn that is still hampering economic growth 
and development not only locally but provincially and nationally. 

• Limited available own funding to fund much needed infrastructure. 

• Population growth placing a strain on infrastructure and housing needs. 

• Ageing and poorly maintained water, roads and electricity infrastructure; 

• The increased cost of bulk electricity as a result of continued annual increases which is 
placing upward pressure on service tariffs to residents. 

• Wage increases for municipal staff that continue to exceed consumer inflation, as well as 
the need to fill critical vacancies; 

• Availability of affordable capital/borrowing. 

The South African economy and inflation targets 

■ The GDP growth rate is forecasted at 1.5 per cent in 2018, 1.8 per cent in 2019 and 2.1 
per cent in 2020. Statistics South Africa’s December 2017 economic statistics showed an 
unexpected improvement in the economic outlook, largely as a result of growth in 
agriculture and mining. 

■ The main risks to the economic outlook are continued policy uncertainty and deterioration 
in the finances of state-owned entities. 

■ CPI inflation has been estimated at 5.3 per cent for 2017/18 and 2018/19 respectively and 
forecasted to increase to 5.4 per cent for 2019/20 and 5.5 per cent for 2020/21. 

■ The current water crisis in the Knysna, Western Cape and other provinces will have a 
severe effect on economic growth. As such, the Western Cape growth is estimated to 
increase to 0.7 per cent in 2017, contracts by 0.3 per cent in 2018 and increases by 2.8 
per cent in 2019 - The contraction in 2018 is largely due to the short-term impact of the 
drought on the agricultural sector. 


Key focus areas for the 2018/19 Budget process 


• The 2017 Medium Term Budget Policy Statement (MTBPS) indicates that reprioritisation 
and reductions undertaken have affected planned spending for 2018/19. 

• A total of R13.9 billion has been cut from direct local government grant allocations for the 
2018 Medium Term Expenditure Framework (MTEF) period since the 2017 MTBPS was 
tabled. Indirect Grants to local government have been reduced by an additional R2.2 
billion. 


The reductions did not affect all conditional grants and not all grants were reduced by the 
same percentage. The large infrastructure conditional^ qranis-wefe-rthe ones that were 
affected as this was considered the most prz 
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• The overall impact of reducing this funding affects capital programmes, thus local 
government’s share of the reductions is higher than their share of the division of revenue, 
given that municipalities receive a number of infrastructure grants. The average reductions 
over the medium term are 3.5 per cent of local government allocations. Thus, it is 
imperative that municipalities understand and comply with the conditions stipulated in the 
Division of Revenue Act (DoRA) in order to access the funding. 

• The equitable share and the sharing of the general fuel levy constitute additional 
unconditional funding, of which the equitable share is designed to fund the provision of 
free basic services to disadvantaged communities. 

• The total value of conditional grants directly transferred to local government increases 
from R43.3 billion in 2018/19 to R44.8 billion in 2019/20 and R47.8 billion in 2020/21. 

• Large municipalities are expected to invest more of their own resources, offsetting some 
of the impact of reductions to infrastructure grants, while building partnerships with the 
private sector for infrastructure delivery over the period ahead. 

• The 2018 Budget provides for R382.8 billion to be transferred directly to local government 
and a further R21.8 billion allocated to indirect grants for the 2018 MTREF. National 
Government will provide financial assistance to areas that have been affected by drought 
to ensure that basic needs are met. 


Schedule A - version to be used for the 2018/19 MTREF 

• National Treasury has released Version 6.2 of Schedule A1 (Excel Formats) which is 
aligned to version 6.2 of the mSCOA classification framework. This version must be used 
by ALL municipalities when compiling their 2018/19 MTREF budget. 

• Municipalities must prepare their 2018/19 MTREF budgets in their mSCOA financial 
systems and that the A1 schedule be produced directly from their financial systems. 


The following budget principles and guidelines directly informed the compilation of the 

2018/19 MTREF: 

• The 2017/18 Adjustments Budget priorities and targets, as well as the base line allocations 
contained in that Adjustments Budget were adopted as the upper limits for the new 
baselines for the 2018/19 annual budget; where appropriate a zero base approached has 
been used. 

• Tariff and property rate increases should be affordable and should generally not exceed 
inflation as measured by the CPI, except where there are price increases in the inputs of 
services that are beyond the control of the municipality, for instance the cost of bulk 
electricity, the draught situation, compliance with environmental regulations and the 
continued escalation of staff cost. In addition, tariffs need to remain or move towards 
being cost reflective, and should take into account the need to address infrastructure 
backlogs; 

• In saying the above it was critical that for the first time in many years that cost reflective 
tariffs and tariffs modeling, was to be performed. 

• The increases were looked at in terms of the total basket of providing total services and 
not in isolation. 

• The tabled draft budget had to be balanced and funded. 

• Implementation of circular 82 and the regulations dealing with cost containment measures. 

In view of the aforementioned, the following table is a consolidated overview of the 

2018/19 Medium-term Revenue and Expenditure Framework: 
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Table 1 Consolidated Overview of the 2018/19 MTREF 


Description 

Adjusted 

Budget 

R’000 

Budget Year 
2018/19 
R’000 

Budget Year 
+1 2019/20 
R’000 

Budget 
Year +2 
2020/21 1 
R’000 

Total Operating revenue 
Total Operating 

829,143 

885,805 

921,528 

943,165 

Expenditure 

Surplus/(Deficit) for the 

854,405 

888,921 

853,817 

896,114 

year 

54,835 

55,617 

103,113 

76,749 

Total Capital Expenditure 

166,599 

148,176 

113,609 

120,914 


Total operating revenue has grown by 6.8% or R 56.7 million for the 2018/19 financial year when 
compared to the 2017/18 Adjustments Budget. For the two outer years, operational revenue will 
increase by 4.0% and increase by 2.3% respectively, equating to a total revenue growth of R 57.4 
million over the MTREF when compared to the 2018/19 financial year. 

Total operating expenditure for the 2018/19 financial year has been appropriated at R 888.9 
million and translates into a budgeted surplus of R 55.6 million after taking into consideration 
capital funding. When compared to the 2017/18 Adjustments Budget, operational expenditure 
has grown by 4.0% in the 2018/19 budget and reduces by 3.9% for 2019/20 and increases by 
4.9% for 2020/21 being the outer years of the MTREF. The operating surplus over the MTREF 
increases by R 21.1 which translate to a 38.0% increase after capital funding is accounted for. 
These surpluses will be used to fund capital expenditure and to further ensure cash backing of 
reserves and funds. 


The capital budget of R 148.1 million for 2018/19 is 11.1% less when compared to the 2017/18 
Adjustment Budget. The reduction is due to a combination of grant funding being less and own 
funding becoming less. The capital program decreases to R 113.6 million in the 2019/20 financial 
year and then increase to R 120.9 million in the 2020/21 financial year. 


The major portion of the capital budget will be funded from borrowing over MTREF with anticipated 
borrowings not exceeding R 60 Million per year over the MTREF. A portion of the capital budget 
will be funded from Government grants and subsidies as the municipality have limited own 
financial resources to commit its own funds to capital financing. It needs to be noted that Knysna 
Municipality will be reaching its prudential borrowing limits over MTREF and so there is not much 
room for increasing borrowing over the medium-term. It is however very important to ensure that 
the municipality sufficiently recovers financially prior to the taking up of additional capital loan 
funding in excess of current annual redemption. The repayment of^capital-arid interest (debt 
services costs) will substantially increase over the MT^EF-anth/^n^ TPP? ct ne 9 a *i ve ly to 
the financial recovery of the municipality. 


1.6 Operating Revenue Framework 

• Municipalities are urged to maintain tariff increakS^ aTTevels that reflect an appropriate 
balance between the affordability to poorer households and other customers while 
ensuring sustainability of the municipality. 
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• The Consumer Price Index (CPI) inflation is forecasted to be within the upper limit of the 
3 to 6 per cent target band; thus municipalities are required to justify all increases in 
excess of the projected inflation target for 2018/19 in their budget narratives, and pay 
careful attention to the 

• differential incidence of tariff increases across all consumer groups. 

• Municipalities should include a detail of their revenue growth assumption for the different 
service charges in their budget narratives. 

• The local government sphere confronts tough fiscal choices in the face of financial and 
institutional difficulties that result in service delivery breakdowns and unpaid bills, thus 
municipalities can offset these trends by improving own revenue collection, working more 
efficiently and implementing cost containment measures. 

• The National Energy Regulator of South Africa (NERSA) published their "Municipal Tariff 
Guideline Increase, Benchmarks and Proposed Timelines for Municipal Tariff Approval 
Process for the 2018/19 Financial Year" on 28 February 2018. Municipalities are 
encouraged to download the full guideline document (available at www.nersa.org.za) and 
study it carefully. 

• The NERSA document proposes a 6.84 per cent guideline increase for municipal 
electricity tariffs for 2018/19. This is based on a bulk tariff increase for municipalities of 
7.32 per cent. 

• Municipalities are advised to examine the cost structure of providing electricity services 
and to apply to NERSA for electricity tariff increases that reflect the total cost of providing 
the service so that they work towards achieving fully cost-reflective tariffs that will help 
them achieve financial sustainability. 

• Municipalities in arrears with Eskom should ensure that their payment arrangements are 
effected in their 2018/19 MTREF budget. 

For Knysna Municipality to continue improving the quality of life of its communities through the 
delivery of high quality services, it is necessary to generate sufficient revenue from service 
charges and rates. It is also important to ensure that all billable revenue is firstly correctly charged 
and secondly adequately collected. The prevailing economic circumstances are adding to the 
difficulties in collecting the revenue due to the municipality and additional savings initiatives will 
need to be implemented in the MTREF to ensure the financial sustainability of the municipality. 

The expenditure required to address the needs of the community will inevitably always exceed 
available funding; hence difficult choices have to be made in relation to tariff increases and 
balancing expenditures against realistically anticipated revenues. 

The municipality’s revenue strategy is built around the following key components: 

• National Treasury’s guidelines and macroeconomic policy; 

• Revenue enhancement and maximizing the revenue base; 

• Data cleansing and accuracy; 

• Efficient revenue management, which aims to ensure a minimum 97% annual collection 
rate; 

• Electricity tariff increases as approved by the National Electricity Regulator of South Africa 
(NERSA); 

• For the first time in many years moving towards cost reflective tariff increases for water, 
sanitation, electricity and rates. There is still some work to be done on refuse tariffs and 
the real cost drivers will become clear once the Mosselbay waste transfer discussions are 





Knysna Municipality 


2018/19 Draft Annual Budget and MTREF 


Budgeting for a moderate surplus to ensure availability of cash reserves to back statutory 
funds and provisions. 

Fully subsidizing all indigent households in terms of the relief offered by the municipality 
Ensuring financial sustainability of the current rate base. 


The following table is a summary of the 2018/19 MTREF (classified by main revenue source): 


Table 2 Summary of revenue classified by main revenue source 


Description 

R thousand 

Ref 

1 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 

2018/19 

Budget Year 

+12019/20 

Budget Year 

+2 2020/21 

Revenue By Source 




| 








Property rates 

2 

200 734 

205 069 



- 



217 964 


sill 

Service charges-electricity revenue 

2 

233 235 

233 754 


233754 

- 



269228 


288936 

Service charges-water revenue 

2 

71324 

66 681 



- 


71815 

77 345 


H 

Service charges - sanitation revenue 

2 

14034 

15 639 


15639 

- 





24165 

Service charges - refuse revenue 

2 

21033 

20 983 



- 



23 277 



Service charges-other 


4979 

- 


- 



- 

- 


- 

Renta! of facies and equipment 


6 328 

5 328 




r 


M 

r 


Interest earned - external investments 



11200 




r 



r 


Interest earned - outstanding debtors 


3 541 

11477 


11477 


r 



r 

13362 

Dividends received 


- 

- 


- 


r 

- 

- 

r 

- 

Fines, penalties and forfeits 


98 429 





r 

110 597 

116 458 

r 


Licences and permits 


1482 

1492 


1492 


f 

1572 

1654 

r 

1742 

Agency sen/ices 


2 763 

2 763 


2 763 


f 

2 909 

3 066 

f 

3 235 

Transfers and subsidies 





134 896 


r 

152 800 

145409 

f 

119970 

Other revenue 

2 

4 479 

13 330 


13330 

- 


14021 

14 758 


15526 

Gains on disposal of PPE 


■El 





r 

1000 

r 

r 

- 

Total Revenue (excluding capital transfers 


813157 

829 143 


829 143 

- 


885 805 

921 528 


943 185 

and contributions) 
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Table 3 Percentage growth in revenue by main revenue source 


Description 

R thousand 

Ref 

1 


2018/19 Medium Term Revenue 8> Expenditure Framework 

Adjusted 

Budget 


Budget Year 

2018/19 

% 

Budget Year 

+1 2019/20 

% 

Budget Year 

♦2 2020/21 

% 

Revenue By Source 










Property rates 

2 

205069 

24,73% 

209 581 

23,66% 

217 964 

23,65% 

226 683 

■ 

Service charges - electricity revenue 

2 

233 754 

28,19% 

250 865 

28,32% 

269 228 

29,22% 

288 936 

■ 

Service charges - water revenue 

2 

66 681 

8,04% 

71 815 

8,11% 

77 345 

8,39% 

83 301 


Service charges - sanitafon revenue 

2 

15 639 

1,89% 

18 080 

2.04% 

20 903 

2,27% 

24165 

2,56% 

Service charges - refuse revenue 

2 

20 983 

2,53% 

22074 

2,49% 

23 277 

2,53% 

24 488 


Service charges -other 


- 

0,00% 

- 

0,00% 

- 

0,03% 

- 

0,00% 

Renta! of facilities and equipment 


6 328 

0,76% 

6 657 

0,75% 

7 003 

0,76% 

7 367 

0,78% 

Interest earned - external investments 


11200 

1,35% 

11760 

1,33% 

11760 

1,28% 

11 760 

1,25% 

Interest earned - outstanding debtors 


11477 

1,38% 

12 074 

1,36% 

12702 

1,38% 

13 362 

1,42% 

Dividends received 


- 

0,00% 

- 

0,00% 

- 

0,00% 

- 

0,00% 

Fines 


105 030 

12,67% 

110 597 

12,49% 

116 45B 

12,64% 

122 631 

13,00% 

Licences and permits 


1492 

0,18% 

1572 

0,18% 

1 654 

0.18% 

1742 

0,18% 

Agency services 


2 763 

0,33% 

2 909 

0,33% 

3 066 

0,33% 

3 235 

0,34% 

Transfers recognised ■ operational 


134 896 

16,27% 

152 800 

17,25% 

145409 

15,78% 

119 970 

12,72% 

Other revenue 

2 

13 330 

1,61% 

14 021 

1,58% 

14 758 

1,60% 

15 526 

1,65% 

Gains on disposal of PPE 


500 

0,06% 

1000 

0,11% 

- 

0,00% 

- 

0,00% 

Total Revenue (excluding capital transfers 
and contributions) 


829 143 

100,00% 

885 805 

100,007. 

921 528 

100,00% 

943 1 65 

100,00% 


Revenue generated from services charges remain the major source of revenue for the 
municipality amounting to 40.9% of total revenue. 

The major sources of revenue for the 2018/2019 financial year can be summarized as follows: 


Source 

Amount (R Million) 

Pe rce ntage 

Assessment Rates 

209,58 

23,66% 

Electricity revenue 

250,86 

28,32% 

Water revenue 

71,82 

8,11% 

Sewerage Charges 

18,08 

2,04% 

Refuse Charges 

22,07 

2,49% 

Grants and subsidies 

152,80 

17,25% 


Figure 2 Major sources of revenue for the 2018/2019 financial year 
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The second largest source is property rates totaling R 209.5 million. Grants is the third largest at 
R152.8 million and mainly comprises of Equitable Share allocated through the Division of 
Revenue Act and Provincial housing allocation for the construction of Houses. Other operating 
grants include the Finance management grant; municipal systems improvement grant as well as 
EPWP incentive grant. Other revenue consists of various items such as income received from 
permits and licenses, building plan fees, connection fees, fines collected and other sundry 
receipts and totals R 160.6 Million for the 2018/2019 financial year. Departments have been 
urged to review the tariffs of these items on an annual basis to ensure they are cost reflective and 
market related. 

Table 4 Operating Transfers and Grant Receipts 


Description 

R thousand 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Budget Year 

2018/19 

Budget Year 

♦12019/20 

Budget Year 

+2 2020/21 

RECEIPTS: 

1,2 











Operating Transfers and Grants 












National Government: 


79 441 

79 308 


79 306 


84 474 


91408 


100 478 

Equitable Share 



MU 

r- 


r~ 

78175" 

r 

■sa 

f 

94186 

Financial Management Grant 


1550 

1550 

r 


r 


r 

H 

r 


Municipal Infrastructure Grant 


4 047 

4 047 

r 


r 

3 362 

r 

3 949 

r 

4 742 

Neighbourhood Development Partnership Grant 


1229 

1094 

r 


r 

- 

r 


r 

- 

Expanded Public Works Programme Integrated Grant 


1415 

1415 

r 

1415 

r 

1187 

r 


* 

- 

Integrated National Electrification Programme Grant 


368 

368 

r 

368 

r 

- 

r 

- 

r 

- 

Provincial Government: 


60 966 

55121 


55121 


68126 




19 492 

Community Development Workers 


56 

56 

f 

56 

f~ 

56 

r 

56 

f 

56 

Housing 


52 360 

44168 

r 

44168 

r 

58 424 

r 


r 


Libraries, Archives and Museums 


8 470 

7 901 

t 


r 

8 711 

r 

9181 

T 

9686 

Other - Fire Services 


- 

147 

f 

147 

* 

- 

r 

- 

r 

- 

Public Transport 


82 

82 

r 

82 

r 

86 

r 

- 

r 

- 

Maintenance of Road Infrastructure 


- 

487 

m 

487 

f 

- 

r 

- 

r 

- 

Other - Financial Management Support (WC_FMGSG) 


- 

2 280 

r 

2 280 

f 

849 

r 

564 

r 

- 

District Municipality: 


- 

- 


- 


- 


- 


- 

Other grant providers: ' 


200 

200 




200 


- 


- 

Non-profit institutions - Unspecified 


200 

200 









Total Operating Transfers and Grants 

D 

140 609 



152 800 

145 409 

119 970 


Tariff Setting 

Tariff-setting is a pivotal and strategic part of the compilation of any budget. When rates, tariffs 
and other charges were revised, local economic conditions, input costs and the affordability of 
services were taken into account to ensure the financial sustainability of the Municipality. 


National Treasury continues to encourage municipalities to keep increases in rates, tariffs and 
other charges as low as possible. Municipalities should justify in their budget documentation all 
increases in excess of the 5.2% upper boundary of the South African Reserve Bank’s inflation 
target. Circular 72 stated that, if municipalities continue to act in this manner that increase tariff 
above inflation, the NationalJlTeasuryL-wUI--h^ve no other option but to set upper limits of tariff 
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increases for property rates and service charges to which municipalities will have to conform. 
Excessive increases are likely to be counterproductive to economic growth and development, 
resulting in higher levels of non-payment which is prevalent in Knysna. 

The 6.84 % increases in the average Eskom bulk purchase price once again exceeds the upper 
boundary of the Reserve bank inflation target resulting in an average proposed increase of 7.32 
% in the municipal electricity tariff. 

Other factors contributing to the rising cost include the anticipated collectively agreement on 
salaries and wage which is anticipated to be also above upper boundary, the increase in price of 
chemicals, spares and other materials that collectively contribute to the extent that tariffs needs 
to be increased annually. The finance department has embarked on value for money audit 
process, this entails ensuring that all tenders are publicized openly and avoid deviations in order 
to ensure competitive pricing is received. There are already good signs of reduced cost of doing 
business when compared with previously awarded tenders. This will assist in reducing cost and 
providing much needed cash injection on Capital Replacement Reserve fund. 


1.6.1 Property Rates 


Property rates cover the cost of the provision of general services. Determining the effective 
property rate tariff is therefore an integral part of the municipality's budgeting process. The 
municipality has recently completed the compilation of the new Valuation Roll which become 
effective from 1 July 2017. We are in a process to do a Supplementary Valuation roll (SV1) which 
will start in April 2018 with anticipated entries of more than a thousand supplementary entries that 
will further account for a reduction in assessment rates revenue. The rand value will be known 
after the completion of SV1. The downward adjustment in revenue can mainly be ascribed to the 
changing in a variety of categories fire and upheld appeals and a reduction in the ratable improved 
business valuation. A moderate, below inflation increase of 2.2% in the assessment rates tariff 
is none the less proposed for domestic properties for the 2018/2019 financial year. 


The following stipulations in the Property Rates Policy are highlighted: 


The first R 15 000 of the market value of a property used for residential purposes is 
exempted from the rate-able value (Section 17(h) of the MPRA). 

In terms of the property rates policy of the municipality all residential properties (excluding 
vacant stands) with a value of up to R 100,000 are exempted from paying assessment 
rates. 

100% rebate will be granted to registered indigents in terms of the Indigent Policy, based 
on the maximum usage as contained in the policy. 

The following conditions apply to the granting of the rebates 

- The rate-able property concerned must be occupied only by the applicant and 
his/her spouse. 

The applicant must submit proof of his/her age and identity and also proof of the 
annual income. 

The property must be categorized as residential. 


The Municipality may also award a 100% rebate on the assessment rates of rate-able 
properties of certain classes such as registered welfare organizations, institutions or 
organizations performing charitable work and pubiLc-benefifof3anizations as defined in 
the property rates policy of the municij 
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• In order to encourage development and investment in the greater Knysna, further rebate 
of rates is provided to new business as follows; 

a) 100% first year 

b) 75% second year 

c) 50% in the third year where after the full rates become payable. 

The categories of rate-able properties for purposes of levying rates and the proposed rates for 
the 2018/19 financial year based on a varying increases/decreases per category from 1 July 2018 
is contained below: 

Table 5 Comparison of proposed Rate in a Rand of 2017/2018 to levied for 2018/19 


Category 

Current Tariff 
(1 July 2017) 

Proposed tariff 
(from 1 July 2018) 


c/R 

c/R 

Residential properties 

0,0077380 

0,0071190 

State owned properties 

0,0019350 


Business & Commercial 



Agricultural 

0,0019350 


Vacant land 

0,0139290 

0,0128147 

Industrial 

0,0154770 

0,0142388 

Vacant Land Business 

0,0154770 

0,0142388 

Public benefit organizations 

0,0019350 

0,0017802 

Residential accommodation 1-8 

0,0077380 

0,0142388 


1.6.2 Sale of Water and Impact of Tariff Increases 


Knysna faces similar challenges with regard to water supply, due to the current draught that has 
not spared this beautiful coastal town of the Garden Route. Budget Circular 67 makes specific 
reference to the fact that water tariffs should be cost reflective and that municipalities should 
ensure that water complies with all applicable quality standards. The minister of finance has 
already given permission and waive the increase of water tariffs in January/February 2018. Unlike 
City of Cape Town Knysna Municipality opted not to increase its tariffs during the current financial 
year but rather in the new financial year. The water tariff structure must therefore ensure that: 


• Water tariffs are fully cost-reflective - including the cost of maintenance and renewal of 
purification plants, water networks and the cost associated with reticulation expansion; 

• Water tariffs are structured to protect basic levels of service and ensure the provision of 
free water to the poorest of the poor (indigent); and 

• Water tariffs are designed to encourage efficient and sustainable consumption of this 
resource, considering the climate change. 


A tariff increase had to be factored considering the draught situation as well as water conservation 
strategies in order to protect this resource. This is based on input cost assumptions inclusive of 
the increase in the cost of bulk water from Department of Water Affairs, anticipated increase in 
wage bill and the cost of other inputs increasing by between 6% and 7%. Taken into account is 
also the capital expansion of the water infrastructure as well as the interest charges on loans to 
be taken to renew and upgrade the water infrastructure. In addition, 6 k£ water per month will 
again be granted free of charge to all indigent residents. 


A summary of the proposed tariffs for hous 
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Water Tariff Base 


Category 

Tariff (R) 

Residential Indigent 

O 

Residential Non-lndigent 

160, 23 

Co mme rcial 

320, 46 


Figure 3 Summary of the proposed tariffs 


Table 6 Proposed Water Tariffs 


Consumer Category 

2017/2018 

Proposed 

218/2019 

Increase/ 

Decrease 

% 

Residential - Indigent 

0 

0 

- 

0 

Residential 

148,68 

160,23 

1 

7,77 

Cluster 

148,68 

160,23 

1 

7,77 

Commercial/8usiness 

300,37 

320,46 

1 

6,69 

Industry 

300,37 

320,46 

1 

6,69 

Farms 

300,37 

320,46 

1 

6,69 

Education 

247,3 

320,46 

1 

29,58 

Government/Institution 

300,37 

320,46 

1 

6,69 

Parks 

300,37 

320,46 

1 

6,69 

Other 

300,37 

320,46 

1 

6,69 


The following table shows the impact of the proposed increases in water tariffs on the water 
charges: 

Table 7 Comparison between current water charges and increases 


Water Tariff Volumetric 


■I 

Lower bound (k€) Upper bound (kE) 

Tariff (R/ k€) 


> O 

A 

11 

OY 

Oji oo 

• cr 

> 6 

<« 12 

11,34 

cr cu 

CD .CUD 

32 tj 

> 12 

<= 25 

IS, 72 

OL> — 

> 25 

<= 40 

2S, 07 

cn 

> 40 

No Limit 

42,11 


> O 

<= 12 

11,34 


> 12 

<= 25 

18,72 


> 25 

<— 40 

28,07 


> 40 

No Limit 

42,11 


> O 

<= 24 

15,88 


=> 24 

<= SO 

20,64 


> 50 

<= lOO 

26,84 


> lOO 

No Limit 

_ 29,52 

1 

..rMilt MliMlPIPai ITY 
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The tariff structure of the 2018/19 financial year has been changed. The tariff structure is 
designed to charge higher levels of consumption a higher rate per kiloliter for consumption in 

excess of lOOkf per month. 


1.6.3 Sale of Electricity and Impact of Tariff Increases 

NERSA has announced the revised bulk electricity pricing structure. A 6.84 % increase in the 
Eskom bulk electricity tariff to municipalities will be effective from 1 July 2018. 

Considering the Eskom increases, the consumer tariff had to be increased by 7,32 % to offset the 
additional bulk purchase cost as well as recover the additional cost components such as the 
increase in the wage bill, general expenditure and increased maintenance and material cost for 
the 2018/19 financial year. The continued above average increase in electricity prices may result 
in a downward trend in the average consumption patterns of consumers in an attempt to mitigate 
the effect of the increased cost of electricity and this may result in a negative impact on the 
municipal electricity revenue. Registered indigents as well as sub-economic consumers will again 
be granted 50 kWh per month free of charge. 

In line with circular 82 on cost containment measures, the Municipality will test the market and 
embark on energy savings initiatives. The first project involves the retrofit of existing street 
luminaires with energy efficient equivalents. The extended baseline showed that most electricity 
consumption on most public infrastructure in the greater Knysna is far below current energy 
efficiency standards. Therefore, there is a high potential for the implementation of retrofit project 
in all the relevant areas. However due to budgetary constraints, only a fraction of the relevant 
potential projects can be implemented in the next financial year. This project will assist in ensuring 
that the cost of bulk electricity purchase is substantially reduced. The lights replacement and fitting 
project which wifi be aligned to smart cities principles is to be started in the next six months as it 
relates to the following; 

• Retrofits of Street lights to be replaced 

• Retrofit of Traffic lights to be replaced 

• Repair of load Control/PFC Installation 

• High Mass lights to be replaced 

• Smart meters to be installed at Municipal buildings 

• Building lights/Services to be replaced 

• Pump motors (DOL) to be replaced 

• Pump Control systems to be replaced. 

• Community parks and/ or public spaces installations of lights 

The following table shows the impact of the proposed increases in electricity tariffs on the 
electricity charges for domestic customers: 
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Table 8 Comparison current vs. new electricity charges (Domestic up to 60A connection) 


Monthly 

Consumption 

kWh 

Current 

amount 

payable 

R 

Proposed 

amount 

Payable 

R 

Difference 

(Increase) 

R 

Percentage 

change 

100.00 

79.44 

85.26 

5.82 

7.32 

250.00 

212.42 

227.97 

15.55 

7.32 

500.00 

560.12 

601.12 

41.00 

7.32 

750.00 

894.01 

959,45 

65.44 

7.32 

1 000.00 

1250.92 

1342.49 

91.57 

7.32 

2 000.00 

2678.57 

2874.64 

196.07 

7.32 


1.6.4 Sanitation and Impact of Tariff Increases 

This service has been operating at a loss, meaning the income generated has not been sufficient 
to cover the cost. As a result, for all the years it has been subsidized by property rates income, 
which should not be the case as each service must be self-sufficient. The proposed increase in 
sanitation takes into account the above statement and is phased over five years to dampen the 
huge impact that would have been over three years. Knysna Municipality when compared to other 
Municipalities in the Garden Route have been under charging for this service for years. 

The increase in tariffs can also be ascribed to rising wage cost, the increase in electricity used in 
purification and pumping processes, the increase in fuel prices and the general increase in the 
price of goods and services. It must also be emphasized that the municipality must ensure that 
purification processes complies with quality standards and that green drop status is maintained. 
Additional budgetary allocation has been considered for increasing of process controllers and 
other waste water purification staff members critical in maintaining high quality purification 
processes and results. 


Table 7 Comparison between current sanitation charges and increases with other 
Municipalities in the Garden Route 


Sewer Fixed 


Category 

Tariff (R) 

Residential Indigent 

O 

Residential Non-lndigent 

196,27 

Commercial 

333,66 


Table 10 Comparison current sanitation charges in relation to other neighboring 
Municipalities before their increases. 



George 

Bitou 

Mossel Bay 

Knysna 

Proposed 

2016 

2017/2018 

2017/2018 

2017/2018 

2018/2019 

Sewer 






Residential 

173.79 

396.25 

210.46 

71.49 

196.27 
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The following table shows the impact of the proposed increases in sanitation tariffs on 
the amounts charged per consumer category 

Table 11 Comparison between current sanitation charges and new, per consumer type 


Sewer tariff Increase 


Consumer Category 

2017/2018 

Proposed 

218/2019 

Increase/ 

Decrease 

% 

Residential - Indigent 

0 

0 

- 

O 

Residential 

71,49 

196,27 

1 

174,54 

Cluster 

71,49 

196,27 

1 

174,54 

Commercial/Business 

288,60 

333,66 

1 

15,61 

Industry 

288,60 

333,66 

1 

15,61 

Farms 

288,60 

333,66 

1 

15,61 

Education 

288,60 

333,66 

1 

15,61 

Government/Institution 

288,60 

333,66 

1 

15,61 

Parks 

288,60 

333,66 

1 

15,61 

Other 

288,60 

333,66 

1 

15,61 


1.6.5 Waste Removal and Impact of Tariff Increases 


Budget circular 66 and 67 state that municipalities should strive to budget for a moderate surplus 
in order to ensure that the required funding levels are maintained and to ensure that the provision 
for the rehabilitation of the land fill site is cash backed. The Municipality is currently in a process 
to close the current land fill site and it is therefore of essence that sufficient funds are available 
for the rehabilitation of the landfill site estimated to be in excess of R 2.1 Million. The municipality 
has for now no alternative but to transport its waste to the Petro SA dumpsite at an exorbitant 
cost. The Manager waste services has been appointed and will attempt to reduce this cost, by 
considering composting of green waste to be done in order to reduce the volumes. Recycling is 
promoted to further reduce the volumes and subsequent cost of transporting of waste. The 
combined cost of transporting, composting and recycling is estimated at R 6.1 Million for the 
current 2017/2018 financial year. 


In accordance with the National Treasury directive cost reflective tariff setting is engaged with 
resulting in an increase of 5.3% in the waste removal tariff with effect from 1 July 2018. To avoid 
further higher than normal increases in the refuse tariff it is essential that consumers make use of 
composting and recycling to reduce refuse volumes. Knysna resident has already been hit by an 
18% increase in the current budget, the Municipality will engage in many options to try and reduce 
the burden of these cost to the customers. 


In order to ensure that all owners of property contribute fairly towards to cost associated with the 
service an availability charge for refuse is implemented as the refuse facilities needs to make 
provision for all possible units of refuse generated measured in terms of all approved erven. 
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Table 12 Comparison between current waste removal fees and increases 



Current 

Tariff 

Proposed 

Tariff 

Difference 

% 

2017/18 

2018/19 

Per 

Annum 

Difference 

One removal per bin per week 

K'&?K3i 

Per Annum (R) 

Per month (R) 


Domestic removed once a week 

R 1 090.50 

R 1 156 

65.50 

6.0% 

Business/Commercial removed 
per week 

R 1 926.30 

R 2 042 

115.70 

6.0% 


1.6.6 Overall impact of tariff increases on households 

The following table shows the overall expected impact of the tariff increases on a large and small 
household, as well as an indigent household receiving free basic services. 

Note that in all instances the overall impact of the tariff increases on household’s bills has been 
kept to between 5% and 7%, with the increase for indigent households 0% due to fufl 
subsidization. 
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Table 13 MBRR Table SA14 - Household bills 



Income Range' 

Rates and services charges: 

Properly rates 
Becticity: Basic levy 
Beciicily: Consumpion 
Water: Basic levy 
Water: Consumpion 
SaiKaSon 
Reirse removal 
Other 

sub-total 

VAT 

Total large household bill: 

% increaseZ-deerease 


1 Monthly Account tor Household • 'Affordable 2 

Range’ 

Rates and services charges: 

Property rates 
Becticity: Basic toy 
Becticily: Consumpion 
Water: Basic levy 
Water: Consumpion 
Sanitafon 
Relise removal 
Other 

sub-total 

VAT 

Total small household bill: 

% increase-decrease 


Household receiving free basic services 
Rates and services charges: 

Property rates 
Becticity; Basic levy 
Electricity: Consumpion 
Water: Basic levy 
Water: Consumpion 
Sanitation 
Reirse removal 
OJter 

sub 

VAT 

Total small household bill: 

% increaseZ-deerease 


250,23 279,72 

73,20 86,BO 

1 173,00 1 249,06 

121,93 
350,16 
58,41 
58,19 


2 095,09 2 243,59 

239,24 255,88 


2 334,33 2 500,45 

7,1% 







2016117 

Current Year 2017/18 

Audited 

Original 

Adjusted 

Full Year 

Outcome 

Budget 

Budget 

Forecast 

334,67 

335,45 

305,45 

305,45 

94,95 

113,67 

113,67 

113,57 

1 443,26 

1 793,15 

1 793,16 

1 798,16 

148,11 

148,67 

148,67 

148,67 

425,20 

540,69 

640,69 

640,69 

70,96 

71,52 

71,52 

71,52 

65,42 

79,70 

79,70 

79,70 


2018/19 Medium Term Revenue & Expenditure 
Framework 





2 857,52 3 472,56 

14,3% 21,5% 


185,48 203,63 

66,80 60,10 
761,54 
148,67 
444,92 
71,52 
79,70 


1 339,01 1 770,07 

161,35 1B0.57 


1 500,36 1 950,64 

7,5% 30,0% 


309,52 
120,37 
5,9% 1 904,27 

6,8% 158,84 

30,3% 834,78 

138,6% 170,67 

4,4% 83,20 


3 581,65 3 513,61 4 060,23 

537,25 572,04 609,03 


18,6% 4 118,90 4 385,66 4 669,27 

19,6% 6,5% 6,5% 




924,96 969,33 

116,44 129,66 


1 041,40 1 098,99 

7,4% 5,5% 
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1.7 Operating Expenditure Framework 

1.7.1 Employee related costs 

The Salary and Wage Collective Agreement for the period 01 July 2015 to 31 June 2018 has 
come to an end. The process is under consultation; therefore, in the absence of other information 
from the South African Local Government Bargaining Council communication will be provided 
at a later stage. It is important to note that the Municipality is busy with an organisational redesign 
process which is also expected to be completed in May or June. The absence of both information 
in these critical process may negatively affect the budget as these are fixed cost that must be 
managed and taken into account before the draft budget is tabled. 

1.7.2 Remuneration of councillors 

Municipalities are advised to budget for the actual costs approved in accordance with the 
Government Gazette on the Remuneration of Public Office Bearers Act; Determination of Upper 
Limits of Salaries, Allowances and Benefits of different members of municipal councils published 
annually between December and January by the Department of Cooperative Governance. 

Any overpayment to councillors contrary to the upper limits as published by the Minister of 
Cooperative Governance and Traditional Affairs will be irregular expenditure in terms of section 
167 of the MFMA and must be recovered from the councillor(s) concerned. The cost associated 
with the remuneration of public office bearers is determined by the Minister of Co-operative 
Governance and Traditional Affairs in accordance with the Remuneration of Public Office Bearers 
Act, 1998 (Act 20 of 1998). The remuneration cost of councilors is partially subsidized through 
the equitable share allocation awarded to the municipality in terms of the division of revenue Act. 
An allocation in the amount of R 78.3 million is awarded to Knysna for the 2018/19 financial year. 


1.7.3 Impact of VAT increase on tariffs 


VAT will increase from 14 per cent to 15 per cent from April 2018. In terms of Section 7(4) of 
Value-Added Tax Act (No. 89 of 1991), the VAT increase takes effect on 1 April. It is a tax increase 
as a result of tax legislation that municipalities must implement and not an increase of tariffs by 
municipalities. Section 28(6) of the MFMA is not applicable in this regard. Provincial Treasury will 
in due course provide clarity regarding the practicalities of implementing the VAT increase. 
Municipalities are in the interim advised to consult the VAT Increase Guidelines issued by the 
South African Revenue Service (SARS) as part of MFMA Circular 91. 

Knysna Municipality's expenditure framework for the 2018/19 budget and MTREF is informed by 
the following: 


The asset renewal strategy and the repairs and maintenance plan; 

Balanced budget constraint (operating expenditure should not exceed operating revenue) 
unless there are existing uncommitted cash-backed reserves to fund any deficit; 

The financial recovery of the municipality to ensure the required funding levels are 
achieved and maintained. 

Continued provision of basic services and financial sustainability 

Operational gains and efficiencies will be directed to ensur e_appiQpfiate cash backing of 
statutory funds, provisions and reserves ps weH-^^fCjndlngjf^ p^p|tal budget and other 
core services. 
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The following table is a high level summary of the 2018/19 budget and MTREF (classified per 
main type of operating expenditure): 

Table 14 Summary of operating expenditure by standard classification item 


Description 


Current Year 2017/18 


2018/19 Medium Term Revenue & 


R thousand 


Expenditure Framework 


Full Year Pre-audit Budget Year Budget Year Budget Year 
Forecast outcome 2018/19 +1 2019/20 +2 2020/21 


Expenditure By Type 


Employee related costs 
Remuneration of councillors 
Debt impairment 
Depreciation & asset impairment 
Finance charges 
Bulk purchases 
Other materials 
Contacted services 
Transfers and subsidies 
Other expenditure 
Loss on disposal of PPE 


Total Expenditure 



The budgeted allocation for employee related costs for the 2018/19 financial year totals R 243.0 
Million, which equals 27.3% of the total operating expenditure. Based on the collective SALGBC 
wage agreement, salary increases have been factored into this budget at a percentage increase 
of 6.79% for the 2018/19 financial year. An annual increase of 6.4% has been included 
respectively for the 2019/20 and 2020/21 financial year 

In order to ensure economic viability and to not overstretch the already limited financial resources, 
and cash management strategy, the Municipality is busy with an organizational redesign process 
which is expected to be completed by end of May/June 2018. Positions and vacancies have been 
significantly rationalized downwards and budgeted in a staggering manner. Only the positions 
that are critical for service delivery will be included in the final draft budget for the 2018/19 financial 
year. These positions are normally mainly at electricity services, water and waste water, fire 
services and to some extent on areas where the work is currently done by consultants and could 
be cheaper to do internally. Use of consultants will be reviewed as contracts expires. The latter is 
in line with National Treasury advocacy on minimizing use of external service providers but rather 
build internal capacity where it can be cost effective to do the work internally. 

The cost to fill the organizational structure is to be determined when the final budget is presented 


and it is unknown at this time. In this MTREF it is advisable to f 
in a staggering approach, meaning core service deliye^y-posifion 
funded in the first year and other department 
resources becomes available. 


7 

..A 


jfyndThe'structure, once finalized 
>ns andcritical positions are 
Wined in they following year as 

\ 
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The provision of debt impairment was determined based on an annual collection rate of 95% and 
the Debt Write-off Policy of the Municipality. It is anticipated that the recovery of debt, through 
the increase in debt collection action will reach a level of 97% upon conclusion of the current 
financial year. The provision amounts to R 33.6 million excluding traffic fines for the 2018/19 
financial year, traffic fines are dealt with in terms of iGRAPI where the total revenue for fines 
issued must be recognized and then impaired at the end of the financial year. 

Provision for depreciation and asset impairment has been informed by the Municipality’s Asset 
Management Policy. Depreciation is widely considered a proxy for the measurement of the rate 
at which assets are consumed. Budget appropriations in this regard total R 32.0 million for the 
2018/19 financial and equates to 3.6% of the total operating expenditure. 


Finance charges consist primarily of the repayment of interest on long-term borrowing (cost of 
capital). Finance charges make up 3.7% (R33.2 million) of operating expenditure excluding 
annual redemption for 2018/19 and reaches 4.0% through the remainder of the MTREF. Knysna 
Municipality has will be reaching its prudential limits for borrowing and care needs to be taken to 


ensure that annual finance charges remains within the affordability threshold of ratepayers and 


consumers considering the prevailing economic circumstances. 


Bulk purchases are directly informed by the purchase of electricity from Eskom. The annual price 
increases have been factored into the budget appropriations and directly inform the revenue 
provisions. Provision for this expenditure has been appropriated at R 177.3 million for the 2018/19 
financial year. The expenditure includes electricity distribution losses which equals 8.2%, Water 
distribution losses as at 30 June 2017 amounted to 23.9% and a concerted effort is necessary to 
ensure the reduction of the losses to within acceptable levels. In the organization redesign 
consideration must be made to make provision for full time loss control officers at electricity and 
water to ensure that these losses are kept to a minimum. 


Other materials comprise of amongst others the purchase of materials and spares for 
maintenance, cleaning materials and chemicals. In line with Knysna Municipality’s repairs and 
maintenance plan this group of expenditure has been prioritized to ensure sustainability of Knysna 
Municipality’s infrastructure. For 2018/19 the appropriation against this group of expenditure has 
grown by 5.8% (R51.5 million). 


Contracted services relate to the provision of services by means of the appointment of service 
providers where the necessary in-house skills are not available or have not yet been adequately 
developed. Certain functions also require the contracting of specialist knowledge contracted from 
time to time due to the fact that the municipality cannot afford to employ experts on a full-time 
basis. This category of expenditure increases by only R1.8 million when compared to the 2017/18 
adjusted budget, and increase to R161.9 million this equates to 18.2% of the total expenditure. 
This again emphasizes the need to build capacity to ensure certain functions are performed in- 
house as recommended by National Treasury. Efforts need to be made to try and reduce this 
category of expenditure. 


Other expenditure comprises of various line items relating to the daily operations of the 
municipality. This group of expenditure has also been identified as an area in which cost savings 
and efficiencies can be achieved. The growth in other expenditure decreases by 0.9% for the 
2018/19 financial year and reduces with 25.9% for the 2019/20 year, where-after it increase by 


5.1% for the 2020/21 financial year, total allocation for this 
at R57.6 million in the 2018/19 financial year. 
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The following graph gives a breakdown of the main expenditure categories for the 2018/19 
financial year. 


Other materials 



Figure 4 Main expenditure categories for the 2018/19 financial year 
1.7.1 Priority given to repairs and maintenance 

In order to ensure the health of the assets of the municipality and to prolong the useful lives, it is 
necessary to ensure that repairs and maintenance is adequately budgeted. Budget circular 66 
cautions municipalities not to affect savings in repairs and maintenance to balance the budget but 
to ensure that sufficient budgetary allocation is made for this expenditure item. The following 
table is a consolidation of all the expenditures associated with repairs and maintenance: 

Repairs and maintenance is decreasing by 2.0 % in the 2018/19 financial year without taking into 
consideration costing of salary of staff that mainly do maintenance and repairs. This expenditure 
category decrease from R 62.6 million to R 61.4 million. During the 2017/18 Adjustment Budget 
this allocation was adjusted slightly upwards. As part of the 2018/19 MTREF this strategic 
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The table below provides a breakdown of the repairs and maintenance in relation to asset class: 

Table 8 Repairs and maintenance per asset class 


Description 

R thousand 


epalrs and maintenance expenditure 


Infrastructure 


Roads Infrastructure 
Roads 

Capital Spares 
Storm water Infrastructure 
Drainage Collection 
Electrical Infrastructure 

HV Transmission Conductors 
MV Networks 
Water Supply Infrastructure 
Pump Stations 
Water Treatment Works 
Capital Spares 
Sanitation Infrastructure 

Waste Water Treatment Works 
Capita! Spares 
Solid Waste Infrastructure 
Landfill Sites 
Waste Transfer Stations 
Waste Drop-off Points 

Community Assets 


Community Facilities 
Halls 

Fire/Ambulance Stations 
Museums 

Cemeteries/Crematoria 

Police 

Public Open Space 
Public Ablution Facilities 
Sport and Recreation Facilities 
Outdoor Facilities 

Other assets 


Operational Buildings 
Municipal Offices 
Depots 
Housing 

Staff Housing 
Social Housing 

ComDuter Eauloment 


Computer Equipment 
Furniture and Office Equipment 


Furniture and Office Equipment 
Machinery and Equipment 


Transport Assets 


Transport Assets 

Libraries 

Libraries 

Zoo's. Marine and Non-bioloqical Animals 


Total Repairs and Maintenance Expenditure 


Current Year 2017/18 


Original 

Budget 




Adjusted 

Budget 


Full Year 
Forecast 


2018/19 Medium Term Revenue & 
Expenditure Framework 


Budget Year Budget Year Budget Year 



I ■i Ha wsHOTiaaiEn.^ ii 
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For the 2018/19 financial year, 83.5% or R 51.2 million of total repairs and maintenance will be 
spent on infrastructure assets. Electricity infrastructure received an allocation totaling 6.9% (R4.3 
million), road infrastructure 42.4% (R26.0 million), sanitation 11.9% (R7.3 million) and water 
19.0% (R11.7 million). Roads and water infrastructure receives a significant amount in terms of 
the total allocation for this category of expenditure. 


1.7.2 Free Basic Services: Basic Social Services Package 

The social package assists households that are poor or face other circumstances that limit their 
ability to pay for services. To receive these free services, the households are required to register 
in terms of Knysna Municipality’s Indigent Policy. It is estimated that between 3000 and 4000 
households will receive subsidy on tariffs and rates in the 2018/19 financial year, either by means 
of the full basket of services given as Indigent subsidies or in terms of the property value threshold 
where owners of properties with a value of less than R 100, 000 qualify for services at sub- 
economic tariffs. The estimated expenditure on free and subsidized services, inclusive of 
assessment rate rebates will amount to R 36.1 million for the 2018/19 financial year. 

The results of 2016 Census Survey has also shown that the population of Knysna have 
significantly increased over the last 10 years, making it one of the fastest growing area, measured 
by population in the Garden route region from census to census. The indigent process is one of 
self-registration therefore households needing assistance must annually apply for the subsidy. 

The cost of the social package of the registered indigent households is largely financed by national 
government through the local government equitable share received in terms of the annual Division 
of Revenue Act. 


KNYSM» 
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1.8 Capita! expenditure 

The following table provides a breakdown of budgeted capital expenditure by vote: 

Table 9 2018/19 Medium-term capital budget per vote 


Vote Description 

Ref 


Current Year 2017/18 


2018/19 Medium Term Revenue & 

Expenditure Framework 

R thousand 

1 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 

2018/19 

Budget Year 

+12019/20 

Budget Year 

+2 2020/21 

Capital expenditure * Vote 

Multi-year expenditure to tie appropriated 

Vole 1- Executives Council 

2 







■ 

Vote 2 - Corporate Services 


- 

- 

- 

- 

12 711 

1751 

mB 

Vote 3 - Financial Services 


2160 

2443 

2 443 

- 

1150 

- 

i^ji 

Vote 5 ■ Planning & Development 


22 014 

35 744 

35744 

- 

- 

- 


Vote 6 ■ Community Services 


15617 

14 884 

14 884 

- 

3 500 

100 

H|| 

Vote 7 - Electrical Services 


13429 

15122 

1512 2 

- 

13100 



Vote 8 - Technical Services 


50470 

47 990 

47 990 

- 

56199 


■H 

Capital multi-year expenditure sub-total 

7 

103 669 

116182 

116182 

- 

86 660 

57 231 

64 889 

Single-year expenditure to be appropriated 
Vote 1 - Executive & Council 

2 

3 860 

2677 

2 677 





Vote 2 - Corporate Services 


- 

10 

10 

- 

156 

56 

230 

Vote 3- Financial Services 


410 

2 616 

2 616 

- 

1 250 

- 

- 

Vote 5 - Planning & Development 


- 

1056 

1056 

- 

10 000 

- 

- 

Vote 5 - Community Services 


15 590 

13 901 

13 901 


4 344 

6 208 

1400 

Vote 7 - Electrical Services 


10465 

13 439 

13 439 

- 

17 294 

19 742 

8 331 

Vote B- Technical Services 


3 498 

16 718 

16 718 

- 

28 471 

30 373 


Capital single-year expenditure sub-total 


33 823 

50 418 

50 418 

- 

61 516 

56 378 

56 025 

Total Capital Expenditure • Vote 


137 512 

166 599 

166 599 

- 

148176 

113 609 

120 914 


An amount of R 63.7 million has been appropriated for the upgrade of infrastructure which 
represents 42.9% of the total capital budget. 

New assets represent 31.3% or R 46.4 million of the total capital budget while asset renewal 
equates to 25.7% or R 38.1 million. Further detail relating to asset classes and proposed capital 
expenditure is contained in A9 (Asset Management). In addition to the MBRR Table A9, MBRR 
Tables SA34a, b, and e provides a detailed breakdown of the capital program relating to new 
asset construction, capital asset renewal as well as operational repairs and maintenance by asset 
class. 


The following graph provides a breakdown of the capital budget to be spent on infrastructure 
related projects over the MTREF. 
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80 



1.9 Annual Budget Tables - Municipality 

The following eighteen pages present the ten main budget tables as required in terms of section 
8 of the Municipal Budget and Reporting Regulations. These tables set out the municipality’s 
2018/19 budget and MTREF as tabled in Council. Each table is accompanied by explanatory 
notes on the facing page. 
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Table 10 MBRR Table A1 - Budget Summary 


Description 


Current Year 2017/18 


2018/19 Medium Term Revenue & 

Expenditure Framework 

R thousands 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

+2 2020/21 









Property rates 

200 734 

205 059 

205 069 

- 

209 581 

217 964 

226 683 

Service charges 

344 605 

337 057 

337 057 

- 

362 635 

390 753 

420 890 

Investment revenue 

9 700 

11 200 

11 200 

- 

11 760 

11 760 

11 760 

Transfers recognised - operational 

140 596 

134 896 

134 896 

- 

152 BOO 

145 409 

119 970 

Other own revenue 

117 522 

140 920 

140 920 

- 

148 B30 

155 641 

163 863 

Total Revenue (excluding capital transfers 

813 157 

829 143 

829 143 

- 

885 605 

921 526 

943 165 

and contributions) 








Employee costs 

220 119 

■a 


- 

243 042 


268 905 

Remuneration of councillors 


B 942 

8 942 

- 

8 653 


9 612 

Depreciation & asset impairment 

30 899 

30 899 

30 899 

- 

32 041 

32 162 

32 127 

Finance charges 

19 502 

23 322 

23 322 

- 

33 208 

34 545 

36 001 

Maferiats and bulk purchases 

189 371 

213 901 

213 901 

- 

226 744 

240 000 

251 B11 

Transfers and grants 

2 280 

8415 

8 415 

- 

6 958 

692 

692 

Other expenditure 

341 508 

329 100 

329 100 

- 

336 274 

282 170 

296 955 

Total Expenditure 




- 



3fflE|£Kul 

Surplus/(Deficit) 

1 176 

(55T53) 

(252S3) 

- 

HBH 

mm 


Transfers and subsidies - capital (monetary alloc 

58 101 

80 098 

80 098 

- 



29 698 

Contributions recognised - capital & contributed a 

- 

- 

- 

- 

■H 

H 

- 

Surplus/(Deficit) after capital transfers & 

59 277 

54 835 

54 B35 

- 

55 617 

103 113 

76 749 

contributions 








Share of surplus/ (deficit) of associate 

- 

- 

- 

- 

- 

- 

- 

Surplus/(Deficit) for the year 

59 277 

54 835 

54 835 

“ 

55 617 

103 113 

76 749 

Capital expenditure & funds sources 








Capital expenditure 

137 512 

166 599 

166 599 

- 

148 176 

113 609 

120 914 

Transfers recognised - capital 

58 101 

78 136 

78 135 

- 

52 290 

33 057 

28 859 

Public contributions & donations 

- 

- 

- 

- 

- 

- 

- 

Borrowing 

38 570 

35 033 

35 033 

- 

65 994 

52 135 

62 987 

Internally generated funds 

40 842 

53 431 

53 431 

- 

29 892 

28 417 

29 267 

Total sources of capital funds 

137 512 

166 599 

166 599 

- 

148 176 

113 609 

120 914 

Financial position 








Total current assets 

268 125 

212 995 

212 995 

- 

222 317 

302 027 

359 816 

Total non current assets 

1 263 620 

1 191 675 

1 191 675 

- 

1 307 809 

1 389 256 

1 478 043 

Total current liabilities 

150 512 

164 396 

164 396 

- 

175 671 

188 024 

201 558 

Total non current liabilities 

259 247 

287 624 

287 624 

- 

346 189 

391 879 

448 171 

Community wealth/EquIty 

1 141 044 

952 650 

952 650 

- 

1 008 267 

1 111 379 

1 188 129 

Cash flows 








Net cash from (used) operating 

143 546 

100 116 

100 116 

- 

100 107 

150 011 

124 599 

Net cash from (used) investing 

(137 012) 

(163 367) 

(163 367) 

- 

(144 103) 

(110 619) 

(117 616) 

Net cash from (used) financing 

25 183 

21 639 

21 639 

- 

51 553 

38 274 

4B 444 

Cash/cash equivalents at the year end 

107 284 

66 601 

66 601 

- 

74 157 

151 822 

207 249 









Cash and investments available 

134 414 


96 950 

- 

104 500 

182 165 

237 592 

Application of cash and investments 

77 654 


70 053 

- 

79 486 

89 647 

100 695 

Balance - surplus (shortfall) 

56 760 


26 897 

- 

25 013 

92 518 

136 697 

Asset management 








Asset register summary (WDV) 

1 253 584 

1 27B313 

1 278 313 


1 426 489 

1 540 098 

1 661 012 

Depreciation 

30 899 

30 899 

30 899 


- 

- 

- 

Renewal of Existing Assets 

53 462 

37 554 

37 554 


38 115 

25 241 

31 297 

Repairs and Maintenance 

71 325 

62 643 

62 643 


61 372 

70 364 

74 234 

Free services 








Cost of Free Basic Services provided 

14 398 

14 527 

14 527 

- 

- 

- 

- 

Revenue cost of free services provided 

63 729 

19 956 

19 956 

36 081 

36 081 

38 329 

40 573 

Households below minimum service level 








Water: 

2 

- 

- 

- ■ 

- 

- 

- 

Sanitation/sewerage: 

1 

- 

- 

- 

- 

- 

- 

Energy : 

1 

- 

- 

- 

- 

- 

- 

Refuse: 

2 

“ 


- 

“ 


“ 
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Explanatory notes to MBRR Table A1 - Budget Summary 


1. Table A1 is a budget summary and provides a concise overview of Knysna Municipality’s 
budget from all of the major financial perspectives {operating, capital expenditure, financial 
position, cash flow, and MFMA funding compliance). 

2. The table provides an overview of the amounts approved by Council for operating 
performance, resources deployed to capital expenditure, financial position, cash and funding 
compliance, as well as the municipality’s commitment to eliminating basic service delivery 
backlogs. 

3. Financial management reforms emphasize the importance of the municipal budget being 
funded. This requires the simultaneous assessment of the Financial Performance, Financial 
Position and Cash Flow Budgets, along with the Capital Budget. The Budget Summary 
provides the key information in this regard: 

a. The operating surplus/deficit (after Total Expenditure) is positive over the MTREF 

b. Capital expenditure is balanced by capital funding sources, of which 

i. Transfers recognized is reflected on the Financial Performance Budget; 

ii. Borrowing is incorporated in the net cash from financing on the Cash Flow 
Budget 

iii. Internally generated funds are financed from the anticipated operating surplus 
to be realized at 30 June 2018. The amount is incorporated in the Net cash 
from investing on the Cash Flow Budget. The fact that the municipality’s cash 
flow remains positive, and is improving indicates that the necessary cash 
resources are gradually becoming available to fund the Capital Budget. 

4. The Cash backing/surplus reconciliation shows that in previous financial years the 
municipality was not paying much attention to managing this aspect of its finances, and 
consequently many of its obligations were not cash-backed. This has then placed the 
municipality in a very vulnerable financial position, with the improve revenue collection this 
situation has started to improve as all current provisions are 100% backed by cash. 
Consequently, Council needs to ensure adequate cash-backing for all material obligations in 
accordance with the Funding and Reserves Policy. This cannot be achieved in one financial 
year. But over the MTREF there is progressive improvement in the level of cash-backing of 
obligations. It is anticipated that the goal of having all obligations cash-back may exceed the 
MTREF as service delivery requirements also need to receive the appropriate attention. The 
long term financial plan will greatly assist in this regard and council need to adopt this policy. 

5. Even though the Council is placing great emphasis on securing the financial sustainability of 
the municipality, this is not being done at the expense of services to the poor. The section of 
Free Services shows that the amount spent on Free Basic Services and the revenue cost of 
free services provided by the municipality continues to increase. 
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Table 11 MBRR Table A2 - Budgeted Financial Performance (revenue and expenditure by 
Municipal vote classification) 


Functional Classification Description 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 

R thousand 

1 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

+2 2020/21 









Governance and administration 


239 940 

247 917 

247 917 

253 B14 

262 068 

272 130 

Executive and council 


14 022 


14 022 

13 457 

13 224 

14 268 

Finance and administration 


225 918 

233 895 

233 895 

240 357 

248 844 

257 863 

Internal audit 


- 

_ 

- 

- 

- 

- 

Community and public safety 


90 361 

101 062 

101 062 

91 513 

62 233 

24 642 

Community and social services 


14 066 

15 801 

15 801 

17 103 

13 987 

10 636 

Sport and recreation 


1 924 

1 924 

1 924 

2 024 

2 129 

2 240 

Public safety 


127 

1 277 

1 277 

81 

85 

90 

Housing 


74 244 

82 060 

82 060 

72 305 

46 032 

11 677 

Health 


- 

- 

- 

- 

- 

- 

Economic and environ men fa/ services 


Ill 094 

122 527 

mm i 

128 985 

121 450 

128 119 

Planning and development 


14 087 

15 520 

MBM 

16 358 

3 336 

3 509 

Road transport 


97 007 

107 007 

107 007 

112 627 

118 114 

124 610 

Environmental protection 


- 

- 

- 

- 

- 

- 

Trading services 


429 863 

437 735 

437 735 

470 225 

511 179 

547 972 

Energy sources 


248 672 

251 483 

251 483 

290 125 

312 073 

328 134 

Water management 


110015 

110 581 

110 581 

106 710 

109 383 

125 347 

Waste water management 


33 476 

37 621 

37 621 

32 445 

45 867 

47 554 

Waste management 


37 700 

38 050 

38 050 

40 945 

43 856 

46 936 

Other 

4 

- 

- 

- 

- 

- 

- 


2 

871 258 

■HI 

909 241 

944 537 

" 956 930 

972 863 

Expenditure - Functional 








Governance and administration 


165 831 

195 393 

195 393 

186 789 

169 240 

177 955 

Executive and council 


49 495 

54 689 

54 689 

44 048 

42 284 

44 500 

Finance and administration 


130 837 

138 195 

138 195 

138 681 

126 878 

133 373 

Internal audit 


5 500 

2 510 

2 510 

4 060 

78 

83 

Community and public safety 


135 854 

128 207 

128 207 

140 465 

102 990 

107 933 

Community and social services 


27 038 

27 126 

27 126 

17 155 

18 041 

19 000 

Sport and recreation 


17 295 

17 043 

17 043 

13 541 

14 234 

14 979 

Public safety 


16 702 

17 303 

17 303 

17 806 

18 531 

19 509 

Housing 


68 085 

59 454 

59 454 

75 968 

35 643 

37 423 

Health 


6 734 

7 281 

7 281 

15 994 

16 541 

17 022 

Economic and environmental services 


156 260 

174 642 

174 642 

185 233 

186 311 

195 810 

Planning and development 


18 490 

18 519 

18 519 

27 006 

18 648 

19 630 

Road transport 


135 082 

150 585 

150 585 

151 977 

163 551 

172 145 

Environmental protection 


2 689 

5 538 

5 538 

6 251 

4 113 

4 035 

Trading services 


330 035 

356 163 

356 163 

376 433 

395 276 

414 416 

Energy sources 


180 778 

204 202 

204 202 

203 384 

213 905 

224 082 

Water management 


70 359 

73 799 

73 799 

78 763 

80 568 

84 384 

Waste water management 


44 518 

38 247 

38 247 

48 486 

50 139 

52 584 

Waste management 


34 380 

39 916 

39 916 

45 800 

50 664 

53 366 

Other 

4 

4 000 

- 

- 

- 

- 

- 

Total Expenditure - Functional 

3 




* 888 921 



Surplus/(Deficit) for the year 


59 278 

54 835 

54 835 

55 617 

103113 

76 749 
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Explanatory notes to MBRR Table A2 - Budgeted Financial Performance (revenue and 

expenditure by standard classification) 

1. Table A2 is a view of the budgeted financial performance in relation to revenue and 
expenditure per standard classification. The modified GFS standard classification divides the 
municipal services into 15 functional areas. Municipal revenue, operating expenditure and 
capital expenditure are then classified in terms if each of these functional areas which enables 
the National Treasury to compile 'whole of government’ reports. 

2. Note the Total Revenue on this table includes capital revenues (Transfers recognized - 
capital) and so does not balance to the operating revenue shown on Table A4. 

3. Note that as a general principle the revenues for the Trading Services should exceed their 
expenditures. The table highlights that this is the case for Electricity, Water and Waste water 
as well as waste management function. Administrative functions have been charged to the 
respective service delivery departments and surpluses are absorbed by the allocation of 
administrative and other overhead cost associated with governance. 

4. Other functions that show a deficit between revenue and expenditure are being financed from 
rates revenues and other revenue sources reflected under the Corporate Services. 
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Table 12 MBRR Table A3 - Budgeted Financial Performance (revenue and expenditure by 
municipal vote) 


Vote Description 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue 8; 

Expenditure Framework 

R thousand 


Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

+2 2020/21 

Revenue by Vote 

Vote 1 - Executive & Council 


14 022 

14 022 

14 022 

13 457 

13 224 


Vote 2 - Corporate Services 


4 143 

4 146 

4 146 

4 361 

4 587 

4 825 

Vote 3 - Financial Services 

■ 

229 012 

235 895 

235 895 

245 087 

241 191 


Vote 5 - Planning & Development 


78 331 

86 489 

86 489 

76 663 

49 367 

15 186 

Vote 6 - Community Services 



166 338 

166 338 

175 232 

181 237 

187 512 

Vote 7 - Electrical Services 


248 672 

251 483 

251 483 

290 125 

312 073 

328 134 

Vote 8 - Technical Services 


143 975 

148 686 

148 686 

139 612 

155 250 

173 135 

Total Revenue by Vote 

u 




944 537 



Expenditure by Vote to be appropriated 

Vote 1 - Executive 8. Council 


36 918 

54 030 

54 030 

48 100 

33 810 

35 562 

Vote 2 - Corporate Services 


39 478 

33 958 

33 958 

39 394 

29 821 

31 150 

Vote 3 - Financial Services 


66 327 

75 453 

75 453 

72 635 

71 575 

75 377 

Vote 5 - Planning & Development 


97 343 

87 229 

87 229 

112 549 

61 536 

64 390 

Vote 6 - Community Services 


208 769 

218 370 

218 370 

202 170 

215 144 

226 655 

Vote 7 - Electrical Services 

■ 

182 838 

192 279 

192 279 

206 347 

217 022 

227 370 

Vote 8 ■ Technical Services 

1 

180 307 

193 086 

193 086 

207 725 

224 908 

235 610 

Total Expenditure by Vote 


811 980 


854 405 

888 92 i 

853 817 


$urplus/(Deficit) for the year 

g 

59 278 

52 653 

52 653 

55 617 

103113 

76 749 


Explanatory notes to MBRR Table A3 - Budgeted Financial Performance (revenue and 
expenditure by municipal vote) 

1. Table A3 is a view of the budgeted financial performance in relation to the revenue and 
expenditure per municipal vote. This table facilitates the view of the budgeted operating 
performance in relation to the organizational structure of Knysna Municipality. This means it 
is possible to present the operating surplus or deficit of a vote. 
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Table 13 MBRR Table A4 - Budgeted Financial Performance (revenue and expenditure) 


Description 


Current Year 2017/18 


R thousand 




Property rates 

Service charges - electricity revenue 

Service charges - water revenue 

Service charges - sanitation revenue 

Service charges - refuse revenue 

Service charges - other 

Rental of facilities and equipment 

Interest earned • external investments 

Interest earned - outstanding debtors 

Dividends received 

Fines, penalties and forfeits 

Licences and permits 

Agency services 

Transfers and subsidies 

Other revenue 

Gains on disposal of PPE 


Total Revenue (excluding capital transfers 
and contributions) 


Employee related costs 
Remuneration of councillors 
Debt impairment 
Depreciation & asset impairment 
Finance charges 
Bulk purchases 
Other materials 
Contrxtsd serv ices 
Transfers and subsidies 
Other expenditure 
Loss on disposal of PPE 


Total Expenditure 


Surplus/(Deficit) 

i ransters ana suosiaies - capital (monetary 
allocations) (National / Provincial and District) 
Transfers and subsidies - capital (in-kind - all} 

Surplus/(Deficit) after capital transfers & 
contributions 
Taxation 

Surplus/(Deficit) after taxation 

Attributable to minorities 

SurplusZ(Deficit) attributable to municipality 

Share of surplus/ (deficit) of associate 


Surplu$/(Deficit) for the year 


2018/19 Medium Term Revenue & 
Expenditure Framework 


Pre-audit Budget Year Budget Year Budget Year 
outcome 2018/19 +1 2019/20 +2 2020/21 



Explanatory notes to Table A4 - Budgeted Financial Performance (revenue and 
expenditure) 

1. Total revenue is R 885.8 million in 2018/19 and increase to R 921.5 million by 2019/20. This 
represents a year-on-year increase of 6.8% for the 2018/19 financial year and a further 
increase of 4.0% for the 2019/20 financial year. 

2. Revenue to be generated from property rates is R209.68 million in the 2018/19 financial year 
and increases to R 217.9 million by 2019/20 which represents 23.6% of the operating revenue 
base of Knysna Municipality and ther^fois^^maTTW^sSScant funding source for the 
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municipality. It remains relatively constant over the medium-term and tariff increases have 
been factored in at 2.2%, 4.0% and 4.0% for each of the respective financial years of the 
MTREF. 

3. Services charges relating to electricity, water, sanitation and refuse removal constitutes the 
biggest component of the revenue basket of Knysna Municipality totaling R 362.8 million for 
the 2018/19 financial year and increasing to R 390.8 million by 2019/20. For the 2018/19 
financial year services charges amount to 40.9% of the total revenue base. 

4. Transfers recognized - operating includes the local government equitable share and other 
operating grants from national and provincial government. It needs to be noted that the 
reduction in the operating grants from 2018/19 to 2020/21 is as a result in the reduction of the 
housing allocation. The equitable share increases by 10.6% for the 2018/19 year and by 9.6% 
and 9.62% for the 2019/20 and 2020/21 year respectively. 


5. The following graph illustrates the major revenue items per type over the 7 year budget cycle. 
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6. The following graph illustrates the major expenditure items per type over the 7 year budget 
cycle. 



Figure 7 Expenditure by type 

7. Bulk purchases have significantly increased by 6.8% when compared to the adjusted budget. 
This category of expenditure further increases over the 2018/19 to 2019/20 period escalating 
from R 177.3 million to R 185.8 million. These increases can be attributed to the substantial 
increase in the cost of bulk electricity from Eskom. 

8. Employee related costs, bulk purchases and contracted services are the main cost drivers 
within the municipality and alternative operational gains and efficiencies will have to be 
identified to lessen the impact of wage and bulk tariff increases in future years. 
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Table 14 MBRR Table A5 - Budgeted Capital Expenditure by vote, standard classification 
and funding source 


Vote Description 


Capital expenditure - Vote 


Multi<year expenditure to be appropriated 


Vote 1 • Executive & Council 
Vote 2 - Corporate Serv ices 
Vote 3- Financial Services 
Vote 5 - Planning & Development 
Vote 6 - Community Services 
Vote 7 - Electrical Services 
Vote 8 - Technical Services 
Capital multi-year expenditure sub-total 
Single-year expenditure to be appropriated 


Vote 1 - Executive & Council 
Vote 2 - Corporate Services 
Vote 3 - Financial Services 
Vote 5 - Planning & Development 
Vote 6 • Community Services 
Vote 7 - Electrical Services 
Vote 8 - Technical Services 
Capital single-year expenditure sub-total 


Total Capital Expenditure • Vote 


Capital Expenditure - Functional 


Governance and administration 
Executive and council 
Finance and administration 
Internal audit 

Community and public safety 
Community and social services 
Sport and recreation 
Public safety 
Housing 
Healfe 

Economic and environmental services 
Planning and development 
Road transport 
Environmental protection 
Trading services 
Energy sources 
Water management 
Waste water management 
Waste management 
Other 


Total Capital Expenditure - Functional 


Funded by; 

National Government 
Provincial Government 
Oistrict Municipality 
Other transfers and grants 
Transfers recognised ■ capital 
Public contributions & donations 
Borrowing 

Internally generated funds 


Total Capital Funding 


Current Year 2017/18 


2018/19 Medium Term Revenue & 
Expenditure Framework 


Pre-audit Budget Year Budget Year Budget Year 
outcome 2018119 +1 2019/20 *2 2020/21 



86 660 

57 231 

64 B89 

156 

56 

230 

1 250 

- 

- 

10 000 

- 

- 

4 344 

6 208 

1 400 

17 294 

19 742 

8 331 

28 471 

30 373 

46 054 

61 516 

56 378 

56 025 

148176 

113 609 

120 914 



148 176 113 609 120 914 
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Explanatory notes to Table A5 - Budgeted Capital Expenditure by vote, standard 

classification and funding source 

1. Table A5 is a breakdown of the capital program in relation to capital expenditure by municipal 
vote (multi-year and single-year appropriations); capital expenditure by standard 
classification; and the funding sources necessary to fund the capital budget, including 
information on capital transfers from national and provincial departments. 

2. The MFMA provides that a municipality may approve multi-year or single-year capital budget 
appropriations. In relation to multi-year appropriations. Multi-year projects are those projects 
that will not be commissioned at the end of the financial year but will stretch over more than 
one financial year. 

3. Single-year capital expenditure has been appropriated at R 61.5 million for the 2018/19 
financial year and relatively decreases over the MTREF at levels of R 56.4 million and R 56.0 
million respectively for the two outer years. 

4. Unlike multi-year capital appropriations, single-year appropriations relate to expenditure that 
will be incurred in the specific budget year such as the procurement of vehicles and 
specialized tools and equipment. The budget appropriations for the two outer years are 
indicative allocations based on the departmental business plans and will be reviewed on an 
annual basis to assess the relevance of the expenditure in relation to the strategic objectives 
and service delivery imperatives of Knysna Municipality. For the purpose of funding 
assessment of the MTREF, these appropriations have been included but no commitments will 
be incurred against single-year appropriations for the two outer-years. 

5. The capital program is funded from capital, national, provincial grants and transfers, borrowing 
and internally generated funds from current year anticipated surpluses. For 2018/19, capital 
transfers totals R 52.3 million and decrease to R 33.0 million by 2019/20. Borrowing has been 
provided at R 65.9 million over the MTREF with internally generated funding totaling R 29.9 
million in the 2018/19 financial year. 
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Table 15 MBRR Table A6 - Budgeted Financial Position 


Description 


Current Year 2017/18 


R thousand 


Current assets 
Cash 

Call investment deposits 
Consumer debtors 
Other debtors 

Current portion of long-term receivables 
Inventory 


ota! current assets 


Non current assets 
Long-term receivables 
Investments 
Investment property 
Investment in Associate 
Property, plant and equipment 
Agricultural 
Biologic a! 

Intangible 

Other non-current assets 


otal non current assets 


LIABILITIES 
Current liabilities 
Bank overdraft 
Borrowing 
Consumer deposits 
Trade and other payables 
Provisions 


Total current liabilities 


Non current liabilities 
Borrow tog 
Provisions 


otal non current tiabilities 


Adjusted 

Budget 


15 210 

14 947 

12147 

12 024 

96 544 

109 392 

26 612 

28 033 


Full Year 
Forecast 


2018/19 Medium Term Revenue & 
Expenditure Framework 


Pre-audit Budget Year Budget Year Budget Year 
outcome 2018/19 +1 2019/20 +2 2020/21 


200 425 

237 880 

285453 

145 763 

153 999 

162 718 


NET ASSETS 


COMMUNITY WEALTH/EQUITY 

Accumulated Surptus/(Deficil) 
Reserves 


1 039 724 
101 320 


1 008 267 1 111 379 1 188 129 


TOTAL COMMUNITY WEALTW/EQUITY 


1 008 267 I 11ll 379 1 188 129 
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Explanatory notes to Table A6 - Budgeted Financial Position 

1. Table A6 is consistent with international standards of good financial management practice, 
and improves understandability for councilors and management of the impact of the budget 
on the statement of financial position (balance sheet). 

2. This format of presenting the statement of financial position is aligned to GRAP1, which is 
generally aligned to the international version which presents Assets Less Liabilities as 
“accounting” Community Wealth. The order of items within each group illustrates items in 
order of liquidity; i.e. assets readily converted to cash, or liabilities immediately required to be 
met from cash, appear first. 

3. Table A6 is supported by an extensive table of notes (Table SA3) providing a detailed analysis 
of the major components of a number of items, including: 

• Consumer debtors; 

• Property, plant and equipment; 

• Investment Property; 

• Trade and other payables; 

• Provisions non-current; 

• Changes in net assets; and 

• Reserves 

4. The municipal equivalent of equity is Community Wealth/Equity. The justification is that 
ownership and the net assets of the municipality belong to the community. 

5. Any movement on the Budgeted Financial Performance or the Capital Budget will inevitably 
impact on the Budgeted Financial Position. As an example, the collection rate assumption 
will impact on the cash position of the municipality and subsequently inform the level of cash 
and cash equivalents at year end. Similarly, the collection rate assumption should inform the 
budget appropriation for debt impairment which in turn would impact on the provision for bad 
debt. These budget and planning assumptions form a critical link in determining the 
applicability and relevance of the budget as well as the determination of ratios and financial 
indicators. In addition, the funding compliance assessment is informed directly by forecasting 
the statement of financial position. 
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Table 16 MBRR Table A7 - Budgeted Cash Flow Statement 


Description 

R thousand 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

*2 2020/21 

CASH FLOW FROM OPERATING ACTIVITIES 










Receipts 










Property rates 


190 205 

194 816 

t 

194 816 


199 102 

207 066 

215 349 

Service charges 


326 529 

320 204 

¥ 

320 204 


344 693 

371 216 

399 845 

Other revenue 


113149 

44 675 

r 

44 675 


47 022 

49 503 

52 112 

Government - operating 

1 

140 596 

134 896 

r 

134 896 


152 BOD 

145 409 

119 970 

Government-capital 

1 

58101 

80 098 

r 

80 098 


58 732 

35 402 

29 698 

Interest 


13 055 

22 103 

¥ 

22103 


23 230 

23 827 

24 454 

Dividends ' 



- 

r 

- 


- 

- 

- 

Payments 










Suppliers and employees 


(676 307) 

(654 938) 

t 

(664 938) 


(685 306) 

(647 175) 

(680 136) 

Finance charges 


(19 502) 

(23 322) 

r 

(23 322) 


(33 208) 

(34 545) 

(36 001) 

Transfers and Grants 

1 

(2 280) 

(8 415) 

r 

(8 415) 


(6 958) 

(692) 

(692) 

NET CASH FR0M/(USED) OPERATING ACTIVIT 

ES 

143 546 

100 116 

100116 

- 

100 107 

150 011 

124 599 

CASH FLOWS FROM INVESTING ACTIVITIES 










Receipts 










Proceeds on disposal of PPE 


500 

500 

r 

500 


1000 

- 

- 

Decrease (Increase) in non-current debtors 



- 

r 

- 


- 

- 

- 

Decrease (increase) other non-current recerv able 

s 


- 

r 

- 


- 

- 

- 

Decrease (increase) in non-current investments 



- 

r 

- 


- 

- 

- 

Payments 










Capital assets 


(137 512) 

(163 867) 

r 

(163 867) 


(145 103) 

(110 619) 

(117 616) 

"NET CASH PROMISED) INVESTING ACTIVITIES 

(137 012) 

(163 36/) 

(163 367) 

- 

(144 103) 

(110 619) 

(117 616) 

CASH FLOWS FROM FINANCING ACTIVITIES 










Receipts 










Short term loans 



- 

¥ 

- 


- 

- 

- 

Borrow ing long term/retinancing 


38 570 

35 033 

r 

35 033 


65 994 

52135 

62 987 

Increase (decrease) in consumer deposits 


731 

723 

r 

723 


770 

819 

871 

Payments 










Repayment of borrow ing 


(14117) 

(14117) 

r 

(14117) 


(15 210) 

(14 680) 

(15 414) 

"NET CASH FR0M/(USED) FINANCING ACTlVIll 

ES 

25183 

fffiW 

21639 

- 

51 553 

3827T 

48 444 

NET INCREASE/ (DECREASE) IN CASH HELD 


31 717 

(41 612) 


(41 612) 

- 

7 556 

77 665 

55 427 

Cash/cash equivalents at the year begin: 

2 

75 566 

108 213 

r 

108 213 


66 601 

74157 

151 822 

Cash/cash equiv alents at the y ear end: 

2 

107 284 

66 601 


66 601 

- 

74157 

151 822 

207 249 


Explanatory notes to Table A7 - Budgeted Cash Flow Statement 


1. The budgeted cash flow statement is the first measurement in determining if the budget is 
funded. 

2. It shows the expected level of cash in-flow versus cash out-flow that is likely to result from the 
implementation of the budget. 

3. The cash levels of Knysna Municipality are gradually improving with an increase in cash and 
cash equivalents for the 2018/19 financial period, anticipated toJyjrttaewnereaselnT^^ 
financial year improving over the MTREF. 

4. A cash surplus is expected over the MTREF indicating thatl d in 

respect of cash in and out flows. 
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Table 17 MBRR Table A8 - Cash Backed Reserves/Accumulated Surplus Reconciliation 


Description 

R thousand 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

+2 2020/21 

Cash and investments available 

■ 








Cash/cash equivalents at he year end 


107 284 

66 601 

66 601 

- 

74 157 

151 822 

207 249 

Other current inv eslments > 90 day s 

■ 

- 

- 

- 

- 

- 

- 

- 

Non current assets - Investments 

B 

27131 

30 349 

30 349 

- 

30 343 

30 343 

30 343 

Cash and investments available: 


134 414 

96 950 

96 950 

- 

104 500 

182165 

237 592 

Application of cash and investments 









Unspent conditional transfers 


- 

- 

- 

- 

- 

- 

- 

Unspent borrowing 


- 

- 

- 


- 

_ 

- 

Statutory requirements 

2 








Other working capital requirements 

3 


(3 611} 

(3611} 

- 

5 620 

15 566 

26 386 

Other provisions 


r 26 612 




r 2B 236 

M 

F 28 678 

Long term investments committed 

4 

- 

- 

- 

- 

- 

- 

- 

Reserves to be backed by cash/investments 

5 

101 320 

r 45 631 

r 45 631 


r 45 631 

r 45 631 

r 45 631 

Total Application of cash and investments: 


77 654 

70 053 

70 053 

- 

79 486 

89 647 

100 695 

Surplus(shortfall) 


56 760 

26 897 

26 897 

- 

25 013 

92 518 

136 897 


Explanatory notes to Table A8 - Cash Backed Reserves/Accumulated Surplus 

Reconciliation 

1. The cash backed reserves/accumulated surplus reconciliation is aligned to the requirements 
of MFMA Circular 42 - Funding a Municipal Budget. 

2. In essence the table evaluates the funding levels of the budget by firstly forecasting the cash 
and investments at year end and secondly reconciling the available funding to the 
liabilities/commitments that exist. 

3. The outcome of this exercise would either be a surplus or deficit. A deficit would indicate that 
the applications exceed the cash and investments available and would be indicative of non- 
compliance with the MFMA requirements that the municipality’s budget must be “funded”. 

4. There is compliance with section 18 of the MFMA because the budget is funded and there is 
no shortfall. 

5. From the table it can be seen that for the financial period 2018/19 a surplus is reflected, it will 
however improve over the MTREF which is good indicator of a recovery. 

6. Considering the requirements of section 18 of the MFMA, it can be concluded that from the 
draft 2018/19 MTREF the budget is funded. 
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Table 18 MBRR Table A9 - Asset Management 


Description 


Current Year 2017/18 


R thousand 


CAPITAL EXPENDITURE 
Total New Assets 

Roads Infrastructure 
Storm water Infrastructure 
Electrical Infrastructure 
Wafer Supply Infrastructure 
Sanitation Infrastructure 
Solid Waste Infrastructure 
Infrastructure 
Community Facilities 
Sport and Recreation Facilities 
Community Assets 
Housing 
Other Assets 
Computer Equipment 
Furniture and Office Equipment 
Machinery and Equipment 
Transport Assets 
Libraries 

Total Renewal of Existing Assets 

Roads Infrastructure 
Electrical Infrastructure 
Water Supply Infrastructure 
Sanitation Infrastructure 
Coastal Infrastructure 
Infrastructure 
Community Facilities 
Sport and Recreation Facilities 
Community Assets 
Operational Buildings 
Housing 
Other Assets 
Computer Equipment 
Furniture and Office Equipment 
Transport Assets 



2018/19 Medium Term Revenue & 
Expenditure Framework 


Full Year Budget Year Budget Year Budget Year 


Forecast 


+1 2019/20 +2 2020/21 


8 239 

6 215 

15 204 

400 

17 244 

7420 

2 000 

730 

15202 

9 500 

600 

12 831 

17 500 

600 

52 118 

~~ 28324 

WTW 

32 939 

3 344 

1776 

1751 

- 

- 

- 

- 

- 

~1W 

1776 

1751 

- 

1256 

10000 

- 

1 

1256 

10000 

- 

- 

1048 

1000 

- 

- 

1380 

1666 

56 

56 

- 

600 

- 

- 

8 627 

- 

6900 

3 500 

- 1 

3 000 

- 

- 

37 554 

38115 

25241 

31297 

1 520, 

17 600 

10080 

10 080 

9 077 1 

7 500 

3000 

4 300 

18 546 

12 815 

10961 

15617 

4 288 

- 

1000 

1200 

53 

200 

200 

100 

33 483 

38115 

25 241 

31297 

948 

- 

- 

- 

1599 

- 

- 

- 

2 547 

- 

- 

- 

508 

- 

- 

- 

951 

- 

- 

- 

1470 

- 

- 

- 

54 

- 

- 

- 

- 

- 


- 

- 


. >, n ft \ \ 
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Description 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 

R thousand 


Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Budget Year 

2018/19 

Budget Year 

♦1 2019/20 

Budget Year 

+2 2020/21 

CAPITAL EXPENDITURE 

Total Upgrading of Existing Assets 

6 

42 396 

61413 

61413 

63 695 

49 946 

53121 

Storm water Infrastructure 


- 


500 

500 

750 

750 

Electrical Infrastructure 


6 900 

11239 

11239 

4 950 

6 290 

1200 

Water Supply Infrastructure 


4 586 

18989 

18 989 

18 401 

31 858 

41957 

Sanitation Infrastructure 


11509 


10 814 

25 005 

8 840 

9 040 

Solid Waste Infrastructure 


800 



800 

- 

- 

Coastal Infrastructure 


1000 

- 

- 

- 

- 

- 

infrastructure 




42 342 

49655 


52 947 

Community Facilities 





10435 


174 

Sport and Recreation Facilities 



Mi 

243 

1954 

2108 

- 

Community Assets 



10 248 



2208 

174 

Operational Buildings 





Wm 

- 

- 

Other Assets 


400 

280 

280 

500 

- 

■ 

Computer Equipment 


- 

1200 

1200 

1 150 

- 

1111 

Furniture and Office Equipment 


- 

7 

7 

- 

- 


Transport Assets 


- 

1 595 

1 595 

- 

- 


Libraries 


- 

5 742 

5 742 

- 

- 


Total Capital Expenditure 

Roads Infrastructure 

4 

23 637 

23 490 

23 490 

18 530 

10580 

■ 

Storm water Infrastructure 


- 

590 

590 

500 

4 663 

mm 

Electrical Infrastructure 


22874 

28 555 

28 555 

29 694 

24 492 

in 

Water Supply Infrastructure 


26132 

43 749 

43 749 

38 635 

52 319 

75 074 

Sanitation Infrastructure 


28133 

30 306 

30 306 

27 005 

9 840 

10240 

Solid Waste Infrastructure 


1200 


1200 

1530 

600 

■ 

Coastal Infrastructure 


1000 

, iM 

53 

200 

200 


Infrastructure 



127 943 

127943 


102 694 

117184 

Community Facilities 


22387 

14 296 

14 296 

12211 

1851 

174 

Sport and Recreation Facilities 



1842 

1842 

1954 

2108 

- 

Community Assets 


24 387 

HKV|] 


HKJTjl 

3959 

174 

Operational Buildings 


1275 


1 


- 

- 

Housing 



2 217 


10000 

- 

- 

Other Assets 


1855 

■■■KKJ—j 

3 006 

10500 

- 

- 

Computer Equipment 





2150 


- 

Furniture and Office Equipment 


iSSlHEiEl 

HEaim 


1666 

56 

56 

Machinery and Equipment 


- 

- 


600 

- 

- 

Transport Assets 


6 410 

10 222 


- 

6 900 

3 500 

Libraries 


- 

5 742 

5 742 

3 000 

- 

- 

Zoo's, Marine and Non*biological Animals 


- 

- 

- 

- 

- 

- 

TOTAL CAPITAL EXPENDITURE * Asset class 


137 512 

166 739 

166 73SL 

^-^481761 

113 609 

120 914 
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Description 


Current Year 2017/IB 


R thousand 




ASSET REGISTER SUMMARY - PPE (WDV) 

Roads Infrastructure 
Storm water Infrastructure 
Electrical Infrastructure 
Water Supply Infrastructure 
Sanitation Infrastructure 
Solid Waste Infrastructure 
Coastal Infrastructure 

Information and Communication Infrastructure 

Infrastructure 
Community Facilities 
Sport and Recreation Facilities 
Community Assets 
Heritage Assets 
Revenue Generating 
Non-revenue Generating 
Investment properties 
Operational Buildings 
Housing 
Other Assets 
Licences and Rights 
Intangible Assets 
Computer Equipment 
Furniture and Office Equipment 
Machinery and Equipment 
Transport Assets 
Libraries 

Zoo's, Marine and Non-biological Animals 


TOTAL ASSET REGISTER SUMMARY • PPE (WDV) 


EXPENDITURE OTHER ITEMS 
Depreciation 

Repairs and Maintenance by Asset Class 


Roads Infrastructure 
Storm water Infrastructure 
Electrical Infras tructure 
Water Supply Infrastructure 
Sanitation Infrastructure 
Solid Waste Infrastructure 
Infrastructure 
Community Facilities 
Sport and Recreation F acilities 
Community Assets 
Operational Buildings 
Housing 
Other Assets 
Computer Equipment 
Furniture and Office Equipment 
Transport Assets 
Libraries 




Renewal and upgrading of Existing Assets as % of total cape. 
Renewal and upgrading of Existing Assets as % ofdeprecn 
R&M as a % of PPE 

Renewal and upgrading and R&M as a % of PPE 


2018/19 Medium Term Revenue & 

Expenditure Framework 

Budget Year 

Budget Year 

Budget Year 

2018/19 

♦1 2019/20 

42 2020/21 

151 308 

161 888 

172 672 

1 575 

6 238 

8 292 

255 763 

280 255 

298 586 

267 083 

319 401 

394 476 

193 475 

203 315 

213 555 

3182 

3 782 

4 382 

1 269 

1 469 

1 569 

- 

- 

- 
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Explanatory notes to Table A9 - Asset Management 

1. Table A9 provides an overview of municipal capital allocations to building new assets and the 
renewal of existing assets, as well as spending on repairs and maintenance by asset class. 

2. National Treasury has recommended that municipalities should allocate at least 40% of their 
capital budget to the renewal of existing assets, and allocations to repairs and maintenance 
should be 8% of PPE. The Municipality does not meet these recommendations. 

3. The following graph provides an analysis between depreciation and operational repairs and 
maintenance over the MTREF. It highlights Knysna Municipality's strategy to address the 
maintenance backlog. 
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Table 19 MBRR Table A10 - Basic Service Delivery Measurement 


Description 


Household service targets 
Water 

Piped water inside dweling 

Piped w ater inside yard (but not in dw ellng} 

Using public tap (at least min.service level) 

Otoer water supply (at least minservice level) 

Minimum Service Level and Above sub-fdal 

Using public tap (< min.service level) 

Other water supply (< minservice level) 

No water supply 

Below Minimum Service Level suWofal 

Total number of households 

Sanifefion/sewerage: 

Flush toilet (connected to sew erage) 

Flush tofetfwiihsepfctank) 

Chemical toilet 
Pit toilet (venlated) 

Other blet provisions (> minseivice level) 

Minimum Service Level and Above sub-total 

Bucket toilet 

Ofrier toilet provisions (< min.service level) 

No toilet provisions 

Below Minimum Seivice Level sub-lofdl 

Total number of households 
Energy: 

Eiecticity (at least min.service level) 

Electricity ■ prepaid (min.service level) 

Minimum Seivice Level and Above siib-fofa! 

Elecfricity (< minservice level) 

Eiecticity - prepaid (< min. service level) 

Oiher energy sources 

Below Minimum Seivice Level sub-to/al 

Total number of households 
Refuse: 

Removed alleast once a week 

Minimum Service Level and Above subtotal 
Removed less frequenfy lhan once a week 
Using communal refuse dump 
Using own reiise dump 
Other rubbish disposal 
No rubbish disposal 

Below Minimum Service Level sub-total 

Total number of households 
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Description 


Current Year 2017118 

2018119 Medium Term Revenue & 

Expenditure Framework 

Original 

Adjusted 


Budget Year 

Budget Year 

Budget Year 



Budget 

Budget 



+12019120 

+2 2020121 








■mhi 

Cost ol Free Basic Services provided • Formal Settlements (RDM) 



— 





Wfeter(6 kilolitres per indigent household per month) 


4 300 

MBRSlilil 

4 300 

4 600 



Sanitafon (tree sanitation service to indigent households) 


4300 

4300 

4 300 




Electricity/other energy (50kwh per indigent household per month) 

1 

■ 

7900 

7 900 


8 200 

8 200 

Refuse (removed once a week lor indigent households) 




7 900 



8 200 

Cost ol Free Basic Services provided • Informal Formal Settlements (R'OQO) 


- 

- 

- 

- 


- 

Total cost ol FBS provided 


24 400 

24 400 

24400 

25600 

25600 

25 600 

Highest level of free service provided per household 








Property rates (R value fireshold) 








Water (kilolitres per household per month) 

Sanitation (kilolitres per household per month) 

Sanitation (Rand per household per monb) 


6 

6 

6 

6 

6 

6 

Etecticity (kwh per household per monti) 


50 

50 


50 

50 

50 

Refuse (average fifres per week) 


Hi 




170 

170 

Revenue cost of subsidised services provided (R’OOO) 

9 







Property rates (tariff adjustment}(impermissable values per section 17 of MPRA) 
Property rates exemptions, reductions and rebates and impermissable values in 


15 

15 

15 

15 

15 

15 

excess of section 17 of MPRA) 


49 316 

19 956 

19 956 


21211 

22 059 

Water (in excess of 6 kilolitres per indigent household per month) 



- 

- 

B130 

8 756 

9 431 

Sanitelon (in excess of free sanitation service to indigent households) 



- 

- 

1314 


1958 

Elecbciiy/ofier energy (in excess of SO kwh per indigent household per month) 



- 

- 

4859 

5215 

5597 

Refuse (in excess of one removal a week for indigent households) 

Municipal Housing • rental rebates 

Housing-topstructure subsidies 

Ofter 

6 




1381 

1453 

1529 

Total revenue cost of subsidised services provided 


73 731 

19 971 

19971 

36096 

38 344 

40 588 


Explanatory notes to Table A10 - Basic Service Delivery Measurement 


1. Table A10 provides an overview of service delivery levels, including backlogs (below minimum 
service level), for each of the main services. 
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Part 2 - Supporting Documentation 

1.10 Overview of the annual budget process 


Political overview of the budget process 

Section 53 of the MFMA stipulates that the Mayor should exercise general political guidance over 
the budgeting process and must direct the drafting of the budget. 

1.10.1 Budget Process Overview 

In terms of section 21 of the MFMA the Mayor is required to table in Council ten months before 
the start of the new financial year, a time schedule that sets out the process to revise the I DP and 
prepare the budget. 

The Mayor tabled in Council the required IDP and budget time schedule in August 2017 with Key 
dates applicable to the process: 


1.10.2 IDP and Service Delivery and Budget Implementation Plan 


The 2018/19 MTREF is the first review of the fourth IDP Cycle and the consultation process 
commenced after the tabling of the IDP Process Plan and the Budget Time Schedule for the 
2018/19 MTREF in August 2017. 

Knysna Municipality's IDP is its principal strategic planning instrument, which directly guides and 
informs its planning, budget, management and development actions. This framework is rolled out 
into objectives, key performance indicators and targets for implementation which directly inform 
the Service Delivery and Budget Implementation Plan. The Process Plan includes the following 
key IDP processes and deliverables: 


• Registration of community needs; 

• Compilation of departmental business plans including key performance indicators and 
targets; 

• Financial planning and budgeting process; 

• Public participation process; 

• Compilation of the SDBIP, and 

• The review of the performance management and monitoring processes. 

The IDP has been taken into a business and financial planning process leading up to the 2018/19 
MTREF, based on the approved 2017/18 adjusted budget and Mid-Year Review. The planning 
process has subsequently been adjusted after considering the revised revenue projections and 
expenditure patterns contained in the approved adjustments budget. 


With the compilation of the 2018/19 MTREF, each department/function had to review the business 
planning process, including the setting of priorities and (tafgets-aftftr revi ewing the mid-year 
performance against the 2017/18 adjusted budget. 
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1.10.3 Financial Modeling and Key Planning Drivers 

As part of the compilation of the 2018/19 MTREF, extensive financial analysis was undertaken 
for a variety of expenditure items and categories to ensure affordability and long-term financial 
sustainability. The following key factors and planning strategies have informed the compilation of 
the 2018/19 MTREF: 

• Growth in the Local Economy 

• Policy priorities and strategic objectives 

• Asset maintenance 

• Economic climate and trends (i.e. inflation, Eskom increases, household debt, migration 
patterns as evident from Census survey of 2016) 

• Performance trends 

• The approved 2017/18 adjustments budget and Year to Date performance 

• Cash Flow Management Strategy 

• Debtor payment levels 

• Loan and investment possibilities 

• The need for tariff increases versus the ability of the community to pay for services; 

• Improved and sustainable service delivery 

In addition to the above, the contents of the National Treasury's MFMA previous budget related 
Circulars and recent ones in Circular 89 and 91 have been taken into account in the planning and 
prioritisation process. 


1.10.4 Community Consultation 

The draft 2018/19 MTREF as tabled before Council today will be published in the local media and 
municipal notice boards, libraries and on the municipality’s website to afford the community the 
opportunity to provide input on the draft budget and to ensure transparency in the financial 
management processes of the municipality. 

The input received from the local community will be considered prior to the finalisation and 
submission of the final budget for approval by council end of May 2018. 

1.11 Overview of alignment of annual budget with IDP 

The Constitution mandates local government with the responsibility to exercise local 
developmental and cooperative governance. The eradication of imbalances in South African 
society as highlighted in the National Development Plan can only be realized through a credible 
integrated developmental planning process. 

Knysna Municipality need to utilise integrated development planning as a method to plan future 
development in its areas and so find the best solutions to achieve sound long-term development 
goals. A municipal IDP provides a five-year strategic programme of action aimed at setting short, 
medium and long term strategic and budget priorities to create a development platform. An IDP 
is therefore a key instrument which municipalities use to provide vision, leadership and direction 
to all those that have a role to play in the development of a municipal area. The IDP enables 
municipalities to make the best use of scarce resources and speed up service delivery. This is 
the first review of the fourth IDP cycle of 5 years and it is of essence that all stakeholders actively 
participate in the IDP process in order to ensure appropriate priorities are linked to scarce funding 
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One of the key objectives is therefore to ensure that there exists alignment between national and 
provincial priorities, policies and strategies and Knysna Municipality’s response to these 
requirements. The national and provincial priorities, policies and strategies of importance include 
amongst others: 

- Green Paper on National Strategic Planning of 2009; 

• The National Development Plan 

• Development Facilitation Act of 1995; 

• Provincial Growth and Development Strategy (GGDS); 

• National and Provincial spatial development perspectives; 

• National Key Performance Indicators (NKPIs); 

• Accelerated and Shared Growth Initiative {ASGISA); 

• National 2014 Vision; 

• National Spatial Development Perspective (NSDP) and SPLUMA 
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Table 20 IDP Strategic Objectives reconciled to revenue 


Strategic Objective 

R thousand 

Goal 

To ensure he provision of bulk infrastructure and 
basic services through he upgrading and 
replacement of ageing hfrasfructure, and the 
expansion of new infrashictore. 

BASIC SERVICE DELIVERY: 

§ To create an enabling environment tor socio- 

LOCAL ECONOMIC 

economic growth. 

DEVELOPMENT: 

§ To encourage he involvement of communities in 

GOOD GOVERNANCE AND 

he maters of local government hrough he 
promotion of open channels of communication. 

PUBLIC PARTICIPATION: 

§ To grow he revenue base of he municipality 

MUNICIPAL FNANCIAL 

V1ABUTYAND 

TRANSFORMATION: 

§ To structure and manage he municipal 

MUNCPAL 

adminisfraien to ensure eficientservice delivery. 

TRANSFORMATION AND 

ORGANISATIONAL 

DEVELOPMENT: 

To ensure he provision of bulk infrastuctore and ■ 
basic services hrough he upgrading and 
replacement of ageing infrasfructure, and the 
expansion of new infrastuctore. 

BASIC SERVICE DELIVERY: 

§ To structore and manage he municipal 

MUNCPAL 

adminisfrafon to ensure efficient service delivery. 

TRANSFORMATION AND 

ORGANISATIONAL 

DEVELOPMENT: 


Current Year 2017(18 



2018(19 Medium Term Revenue & 
Expenditure Framework 


Full Year Budget Year Budget Year Budget Year 
Forecast 2018(19 +1 2019/20 +2 2020/21 


2839 2995 


13457 14 234 15 278 


217 498 223 191 


3 166 5 580 


49516 70 369 


236937 203 553 214551 


4 112 1 968 1 551 


45 036 33 534 28629 


8 772 9 729 


Allocations to other priorities 


Total Revenue (excluding capital transfers and contributions) 


871 258 I 909 241 


944 537 956 930 972 863 
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Table 21 IDP Strategic Objectives reconciled to expenditure 


Strategic Objective 

Goal 

Goal 

Code 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 




wmm 

Adjusted 

Full Year 

Budget Year 

Budget Year 

Budget Year 

R thousand 





Budget 

Forecast 

2018/19 

+12019120 


§ To encourage the 

GOOD GOVERNANCE AND 



633 528 

658 739 


SEll 

680737 

714 373 


PUBLIC PARTICIPATION: 









the matters of local 










_i ■_ a. „ 

§ To structure and manage 

MUNICIPAL 



21156 

17412 


17554 

17041 

17937 

tie municipal administration to 










ensure efficient service 










To ensure tie provision of 

BASIC SERVICE DELIVERY: 



51285 

60590 


m 

44 411 

46627 

bulk infrastructure and basic 

services through the 










§ To grow the revenue base 

1 



42579 

38912 


44 383 

48712 

51340 

of the municipality 

VIABILITY AND 










TRANSFORMATION: 









§ To create an enabling 

LOCAL ECONOMIC 



60825 

73215 


68 044 

58 803 

61803 

environment for socio- 

DEVELOPMENT: 









economic growfri. 

To promote a safe and healthy 
environment through tie 
protection of our natural 

BASIC SERVICE DELIVERY: 



2689 

5538 


4721 

4113 

4035 

Allocations to other priorities 








Total Expenditure 

1 

811980 

854 405 

- 

888921 

853 817 

896114 


In order to ensure integrated and focused service delivery between all spheres of government it 
was important for Knysna Municipality to align its budget priorities with that of national and 
provincial government. All spheres of government place a high priority on infrastructure 
development, economic development and job creation, efficient service delivery, poverty 
alleviation and building sound institutional arrangements. 
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Local priorities were identified as part of the IDP review process which is directly aligned to that 
of the national and provincial priorities. The key performance areas can be summarised as follows 
against the five strategic objectives: 

1. Provision of quality basic services and infrastructure which includes, amongst others: 

o Provide electricity; 
o Provide water; 
o Provide sanitation; 
o Provide waste removal; 
o Provide housing; 
o Provide roads and storm water; 
o Provide public transport; 
o Provide city planning services; and 
o Maintaining the infrastructure of Knysna 

2. Economic growth and development that leads to sustainable job creation by: 

o Ensuring there is spatial development framework for Knysna Municipality; 
o Ensuring planning processes function in accordance with set timeframes; 
o Facilitating the use of labour intensive approaches in the delivery of services and 
the building of infrastructure. 

3.1 Fight poverty and build clean, healthy, safe and sustainable communities: 

o Effective implementation of the Indigent Policy; 

o Extending waste removal services and ensuring an effective cleansing service; 
o Ensuring all waste water treatment works are operating optimally and retaining 
green drop status; 

o Creating a safe environment for our communities in collaboration with the SAPS; 
o Ensuring safe working environments by effective enforcement of building and 
health regulations; 

o Promote viable, sustainable communities through proper zoning; and 
o Promote environmental sustainability by protecting wetlands, the seashore and 
key public open spaces. 

3.2 Integrated Social Services for empowered and sustainable communities 

o Work with provincial departments to ensure the development of community 
infrastructure such as schools and clinics is properly coordinated. 

4. Foster participatory democracy and Batho Pele principles through a caring, accessible 
and accountable service by: 

o Optimizing effective community participation in the ward committee system; and 
o Implementing Batho Pele in the revenue management strategy. 

5.1 Promote sound transparent and accountable governance through: 

o Publishing the outcomes of all tender processes on the municipal website 
o Ensure a well-functioning audit- and oversight committee/ MPAC 

5.2 Ensure financial sustainability through: 

o Carefully evaluating all spending decisions 

o Limiting the use of consultants and reviewing the use of contracted services 
o Ensuring value for money spending in all procurement processes, 
o Continuing to implement the infrastructure renewal strategy and the repairs and 
maintenance plan 
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5.3 Optimal institutional transformation to ensure capacity to achieve set objectives 

o Implementation of the revised organizational structure to optimize the use of 
personnel; 


In line with the MSA, the IDP constitutes a single, inclusive strategic plan for Knysna Municipality. 
The five-year programme responds to the development challenges and opportunities faced by 
the municipality by identifying the key performance areas to achieve the five the strategic 
objectives mentioned above. 


In addition to the five-year IDP, Knysna Municipality has embarked on an extensive planning and 
developmental strategy that will primarily focus on a longer-term horizon; 15 to 20 years. This 
process is necessary to influence the future development path and to set clear goals for the future 
development within the municipal area. The long term strategy needs to target future 
developmental opportunities in traditional dormitory settlements. It should provide direction to 
Knysna Municipality's IDP, associated sectorial plans and strategies, and the allocation of 
resources from the municipality and other service delivery partners. A step in the right direction 
has been taken by developing a long term financial plan which not only takes into account financial 
analysis but broader analysis which includes condition of the infrastructure, social and economic 
trends. 
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Table 22 MBRR Table SA6 - Reconciliation between the IDP strategic objectives and 
budgeted capital expenditure 


Strategic Objective 

R thousand 

Goal 

1 

Ref 

Current Year 2017/18 

2018/19 Medium Term Revenue & 

Expenditure Framework 


H 

Full Year 

Forecast 

Budget Year 

2018/19 

Budget Year 

+12019/20 

Budget Year 

♦2 2020/21 

To ensure tie provision of 

BASIC SERVICE DELIVERY: 

A 


127 052 

159 009 


146870 

112 353 

120858 

bulk infrastructure and basic 










services through tie 










§ To create an enabling 

LOCAL ECONOMIC 

B 


- 

- 





environment for socio- 

DEVELOPMENT: 









economic growth. 










§ To encourage the 

GOOD GOVERNANCE AND 

C 


3 860 

2521 


56 

56 

56 

involvement of communities in 

PUBLIC PARTICIPATION: 









the maters of local 










§ To grow fie revenue base 

MUNICIPAL FINANCIAL 

D 


300 

374 





of fie municipality 

VIABILITY AND 










TRANSFORMATION: 









§ To structure and manage 

MUNICIPAL 

E 


6 300 

4 695 


1250 

1200 


the municipal administration b 

TRANSFORMATION AND 









ensure efficient service 

ORGANISATIONAL 









delivery. 

DEVELOPMENT: 









Allocations to other priorities 

3 







Total Capital Expenditure 

1 

137512 

166 599 

- 

148176 

113 609 

120 914 



1.12 Measurable performance objectives and indicators 


Performance Management is a system intended to manage and monitor service delivery progress 
against the identified strategic objectives and priorities. In accordance with legislative 
requirements and good business practices as informed by the National Framework for Managing 
Programme Performance Information, Knysna Municipality has developed and implemented a 
performance management system of which system is constantly refined as the integrated 
planning process unfolds. The Municipality targets, monitors, assess and reviews organisational 
performance which in turn is directly linked to individual employee’s performance. 

At any given time within government, information from multiple years is being considered; plans 
and budgets for next year; implementation for the current year; and reporting on last year's 
performance. Although performance information is reported publicly during the last stage, the 
performance information process begins when policies are being developed, and continues 
through each of the planning, budgeting, implementation and reporting stages. The planning, 
budgeting and reporting cycle can be graphically illustrated as follows: 
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(Figure 5) 


Figure 8 Planning, budgeting and reporting cycle 


The performance of Knysna Municipality relates directly to the extent to which it has achieved 
success in realising its goals and objectives, complied with legislative requirements and meeting 
stakeholder expectations. Knysna Municipality therefore has adopted one integrated 
performance management system which encompasses: 

• Planning (setting goals, objectives, targets and benchmarks); 

• Monitoring (regular monitoring and checking on the progress against plan); 

• Measurement (indicators of success); 

• Review (identifying areas requiring change and improvement); 

• Reporting (what information, to whom, from whom, how often and for what purpose); and 

• Improvement (making changes where necessary). 


The performance information concepts used by Knysna Municipality in its integrated performance 
management system are aligned to the Framework of Managing Programme Performance 
Information issued by the National Treasury: _ , 
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The following table provides some of the main measurable performance objectives the 
municipality undertakes to achieve this financial year. 

Table 23 MBRR Table SA7 - Measurable performance objectives 


WC048 Knysna * Supporting Table SA7 Measurable performance objectives 




Vote 1 - Council Md Executive 


Function 1 • Sine Sendees 


Function 1 • Basic Sendees 

The number 0 /single residential properties with access to iesic level of Number ot registered consumers 

etef.xify: The Infest# reflects (be number ot residenffafproperties Ifsat Ike on he Prawn cling system. 

Muridpkty is were of which are connected fo thenwkipel etectnbaf 
infrastructure network for both eredl and prepaid metering, (410) - local 
Govemroert; Mineral Barring end Performance Management RegiMons, 

2001: Regufafr'onfO (a) General Key perform ace fotfeators. 


Sub-funcfion 2-Water Nshwri Users 

J7ie number el single reskfarfia) properties with Access fo base teref of wafer Number of registered consumers 
Jhelncketcrreflxls the number otrwknfelproperties that the Muieipefly on hePromun tiling system 
is ware of which are connected to (be muekipa) wafer kitrastiucrure network 
(AID) - Local Government: Municipal Barring and Perform see 
Reg-Jaions,2001: Regtfatfon 10(e) General hey performance inefcafore 


Sub-function 3- Sanitation (WasteWater) Network Users 
The number ot single residential poperies with access to basic level of Number ot reefers domestc 
sanitation: Tire indicator reflects fba number of residents) properties foaf the consumers on he Promun bimg 
WiriopaKy is aware of connected lo (be rnriopet waste water system. 

(saitaMsewerage) network irrespective ot the number ot water 
closets (toilets). (A10)- Local Government: Municipal Planning and Performance 
Management Regu/afrons,2007; Regulation 10(a) Genera/ ley performance 
irxfcaforj 


Number oi registered doureste 
caisuners on tie Promun bfing 
system. 


Sub-function 4 • R si act (Solid Waste) Network If Hire 


ms number of tingle reskkt-si properties with level ot sold waste removal: 
The imkator reflects the number of single residential properties that the 
Muiid'patity is aware of which are receiving a weekly door to door refuse 
removal service This ercMes cavanf residedial properties. (A10)-Local 
Gotwired kftneipal Hairing and Performance Management 
Regufafioos, 200 k: Regulation 10 (a) General key perform ance irk dor 


Sub-fundion 5-Rebates Free Basic Sendee Electricity 
??ie number of foimaSs ed single properties with access to free case s erica: Number of single resideoial 
ELECJHICY: This rmfcefor rafales to the Pre-Pad Bectndty Tariff progenies receiving tee basic 

Etectmteon Housing Scheme (limited to 20A ) Umifed to tOOkW and first Electrify as per nrf?er,l register 
50KWH free- Local Government: Municipal Hanning and Performance 
Management Reguh tons. 2001: Re gutsfon 10(b) genera' .Key performance 
irxfcafore. 


The number of tmalsed single properties with access to tree basic service: Numbef of sin# resident 
IWTH: Pie micafor reflects (fee (00% social rebate granted m respect to the propeles recavng tee basic 
annual water avalabifty fee charged to qu&ying home owners of single Water as per imSgen! register 
residential properties. (A)-Local Government: Municipal Planing and 
Performance Management Regulations. 2001: Regulation (0(b) General key 
performance imfeafore. 
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WC04S Knysna • Supporting Table SA7 Measureable performance objectives 



Current Year 20171/18 


Unit of measurement 


Vote 1 • Council and Executive 


Sub-function 7 • 

Jfre number o f tmalsed singfe properties wfrh access to free tec service: l/iraier of sir.^e resident! 1 

SAYIM7)0W / SEWERS(?£■ fflsrmfcaforra'iec/s/tefOWsoc/alreiiarfl praperies reoeving tee basic 

granted in respect lo the annual irate wa'bbffly fee charged to quaffying Sanrtallion / Sewer as per indent 
tome turners o! single resifaSat properties. fAJ-Eocaf Government: Mtribpa/ register 
Pfenning and Performance Management Regulations, 200J: Regulation lOfi) 

General frey performance mdcaters. 


Subfunction 8- 

The number of forraafsedsix# properties irSfr access to free tec service: Number of saic/e residenW 
SOL/D IWSJE/REFUSE: The rnrfcafor infects tbe 100% sociaf rebate graperies receiving tee basic 

(rantedn respect to Ifre amua/ water ava’aMfy fee c/iargedto guaifyihj Sofid Waste / Reiise as per 

from b owners of single resiterteat properties. (AjEocat Government,' Witepaf 
Planning and Performance Management Reguistwis, 2001: Regufetfcn 10/W 
General frey performance frricators. 


function 2 -Local Economic development (LED 
Sub-function 1 • Expanded Public Worts Programme (EPWP) 

Number a' Expanded Put*; Worts Programme jot ppporlinte An EPWP work op^ortmity is pad 

crested by tbeorgarisafon: /be indicate measures the number of wort created bran irdvirtiaicn 

oppyturafe created through EPWP. /t is paid wort created /or an fmfvidta! an EPWP project ter any period o( 

on an EPWP project, wdthfn (be employ,vent carMons of (be Code of Good fcne, wSii be snffoymenl 
Practice for Specia’ .°ut!fc Worts Programmes. Directorates sbouW create cortfsors of be Code of Good 
£PWPoppoitiii5es and report (ten lotbe EPWP administrate. ihevuM/a 1 FVacfce (or Special Public Worts 
target per electorate is reflected in the Director's scorecard LGMPi FWR Proyamrces 

2001: Regulation 10(d) General frey performance indicator. 


Function 3 - Financial Ratios 
SuWunction 1 ■ Debt Coverage 

Financial viairTfy as expressed by (be /ortwng ratio: Debt Coverage- Jbe (NuciOTta/dsnomsiabr) Total 
ratio measures the aiiSty to cm debt services payment with own revenue lo Revenue-Less: cyans 
aid in determine the foancrat vraWfy ot lire Hurkcpafrfy (SAS) LGMP and recogntsediOebt savice payments 
PMR 2001: Regufsti'on 10 (g) General frey performance mfcafor. due 


Sub-function 2 - Cost Coverage 

Financial viartfy as expressed by the fobowrng retro: Cost Coverage. To (Nunerateridenomteafcr) Cash 

cafcubte the abrfty to ewer fixed cost with avalaWs cash to ad in and cash egifrvaienli 

determining tire fin tea/ wabffy of the Mimic joaf(y(M|- Loci Government: h vestment. 1 fixed moniily cost 

MP8PMR 200f,RegoWion 10(g) general ley performance fridteate. 


Sub-function 3- Outstanding Service Debtors to Revenue 
fin teal vratiFty as expressed by the torturing ratio: CMsfantfrg Services Total outs tar dric debtors I Total 

Debtors Revenue: To cafcu/ate tbe ration of s ervlce debtor to service revenue service revenue 
toad in determining the financial viatrfly of the Wurfdpafty($A9). Local 
Government: Regulations, 2001: Regdation 10(g) r^nete frey performance 
indicator. 


Adjusted 

j Full Year 

2018/19 

Budget Year 

Budget Year 

Budget 

Forecast 

♦12019120 

+2 2020/21 
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WC048 Knysna ■ Supporting Table 5A7 Measureabie performance objectives 


Unit of measurement 


201*115 

2515(16 

25161 IT 

Current Year 2017Vto 

Audited 

Audited 

Audited 

Original Adjusted F 

Outcome 

Outcome 

j Outcome 

Budget Budget F 


125 Medium Term Revenue & 

Eipendihire Framework _ 

BodgefYear Budget Tear 
9 +1 2013125 +2 2520121 


Vote 1-Council end Executive 
Function 4 • Human Resources 
SuWunction 1 • Eiecutive level Equity 


(fra fjgftesl level s of management in compliance mil! the approved 
OTpfcyrienf egiity plan: Ihe percentage of people from EE large greups 
employed m the tlm fifgfiest levels of (WM, Directors andmanagers reporting 
lo tfrscfors) managemait in Sne wftii lie annual report of the Qspartmeri of 
tixxir. Each directorate contributes to tie corporate aclievemeit of fargsfs 
and goals by vnpfemenfirg ifs own otjectves of guantifafive and qaaSitVe 
goafsefffng Local Government: MP5FMR, 2001; Regulation fOfel general Vey- 
performaftce iru feators. __ 

Sub-ttmction t • Elecutiw Lewi Equity j=r 

Percertage budget sped on /mptemePtal/on of irorfrpj'ace stiff pin fVVSPj: 
Ptfk Ssvte employers in lie national and provincial spheres of govemmert 
are ratad in terms of sec30 of Skift Development Amendment Ad lo 


litre rficator measures he 
pereerites of people ton 
empto/meil equity taroel groups 
employed in he tree higtesl 
levebof(M.iricip3l Manager, 
Directors aid managers repcring 
lo directors) ra jia^mertin ire 
*ih he annual report o' he 
Decent ol Labour. 


Iraring budget. • IGMP and PMR 2001; Regulation 10(F) General ('ey 
perfo-ntaiTC e incfcaf or. 


Function 5 - Municipal Manager ,? mi i •* f>: r 


Sub-hinotiun 1 ■ Capital Expenditure p 


Percentage budget spent on imptanaifafon of worirp Iks sktfpfan (WS P): 
Public Sevce employee in Lie national andprovincial spheres of government 
ae required In terms of sec30 of Sims Devefopmenf Amendment kt lo 
budget at teasM% (f their payroll for l/ier r employees measured agamst 
toning budget. - LGWPantf PMR 200f; Regcrfatron Iflf) General key 
perform ante cnifcafor. 


Pubic Service employers ir. he 
nalord and prevircy spheres of 
government are rsqir&d in fernts 
of Seclon 30 of he Skids 
Dev etopmenl Amendment Acts 
budget at leastone percent [1%] ri 
her payrol fcr he eduoaSon and 
haping of her employees 
measured ageist faring budget 


Percentage relecinc year-tHjafe 
spend'tolal budget less any 
coningenl Hxiles refatsg b he 
cap# budget 

The by budgets he Couxil- 
approved adusfed budget at he 
6ne of he measurement 


he Auditor General 


Prefad efean audff; to marnfan actean autft opinion: Ihetiofceformeasures Obtain a Clean Audi outcome hom 


good governance and accounting practices and w/ be evaluated and 
conshtoed by Ihe Auditor-general in deferring Ais opirn As ungraded 
a/df! opinion refers fo (he position where fhe auditor, having complied (is 
aide, has no reservation as to the fairness of press-data of feanciat 
sfaemenfs aid (heir con tarty with genera recognised According flracSces 
I Tk refers to as a ‘clean arff. 


Function 5-Risk Management ^ ; 

Sub-fundkin 1 • Risk Register ^ 

fhe Strategc Fist Reg'ster acts as a caifraf rpposioiry fcr at risks AtenfiCsd Submission of he Sfefegc Risk 

by the organisation and, for each risk, includes information such as risk Recpfet to he RMC, by July 

probaWty, impact, counter measures and risk owners. _p'f 11 oonsideralDa 


80.0 EM 
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WC048 Knysna • Supporting Table SAT Measure able performance objectives 


Description Unit of measurement "vt-t- 

r Audited 

Outcome 

Vote 2-Corporate Sendees 
Function 1 - (name) 


Sub-function f ■ (name) 
jTo be detm^ned as part of/DPprocess 



Vote 3 - Financial Services 
Function 1 • Income 
SuWuncfion 1 • Debtors Payment Lewi 


Debtor's paymert fevef: Die debtor's peymenf be! cfroci.y relates fo (he The debbr's peymenl fe\ r ei 95 8 

muriqpaf lies'capacrty fo cofecf amounts due in regards lo rales, services dreefy relate to tie 

and sundry chanjes and is fundamental to rnafnfari pos/live cas/i flow and municipaifes' capacity to collect 

ensuring sfa&ify and tog /era financial wattify[M?| amounts due in regards b rate, 

services and sundry charges and 
is IndameriH b mainfcvn posire 
cash fa sand ensuing sbbilly 
and long term fnanciai 
vB%(SAB) 

Vote S ■ Planning & Development 
Function 1- 


SuMunction f • Debtors Payment Level 

To lie determined as pari of fDP process 



Vote 6-Community Sendees 
Function 1 • Director Community Services 


Sub-function 1 • Disaster Management and Social Sendees 
Comfradto o/a Mudpupose Cenfraii WWe Location far foe 2017/2012 Complete Phase I offie MPC in New 

financial yex: Jhe canstoclto of a mulrpipose centre in While Location Wife Locate by November 2017 

wtod wiTbs treed fof sport development, community events, togas events 
and practices. The UPC »HI be funds/ by tbe f/egfiboirdiocd Development 
Partnersfip Grant (NDPGJ. 



DevetornenfofSfti^SpcrtfngFecMestomuJi-puiprceuse/orlbe Compitete Phase 1 ol he iacS/ by New 
2017/2012 frartiat year Eslafcfeb mo/lr-purpcrea use d the facires by as June 2016 
many sport cods as possiite. In Mm this wiU also pave the way to 
introduce new spat codes fo the coronririiy 


Function 2- Refuse/Solid Waste 


Sub4unction I - Sold Waste Management 


Sefct Waste Management (PetoeJ Ceprtaf Projects for (be 20I//20IS tinanciai 
year; Capfa prtyecls erpenrStoe over budgeted sefit waste management 
c^prtal presets. KW paced erpwcffure of capital totfng provided. (Capital 
vo(8s only (Branch] 72 and 73) 

Comptefe all solid w asle 
irianagementcapiblprqecbhr 
be inancial year within tie 
available budget 
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2014115 

2915116 

2016(17 

Current Year 2017018 

Audited 

Audited 

Audited 

Original Adjusted F 

Outcome 

Outcome 

Outcome 

Budget Budget F 


120Medium Term Revenues 
EipendituieFramewort 
Budget Year I Budget Year 
+12019120 +2 2020(21 


Vote 7 • Becticity "’L 

Function 1 • Electrical Services ^ ^ <' • 

Suthfemction 1 - Eteclricd ^ V 

ImpfemaitaSofi of tfe approved projected Efecfrfcaf Capital Projects tor its Conpfefe $ etecreai capital Nw 
2017/2013 financial yearCapifal projects snpentflura over Med capiat projects fcrhetoyej 

proofs, 100 percent expsnrffare of capital firming provided. ('Capffaf nte sahln he ® itk budget 


Vote 8 *Tecbni«1 Services \r- 

Fandion 1 - Water MjM ,i|^ 

SoWurcbon 1 • Water Quality & 

Irnp/smedadion ot (be wwtwtiti Water Capiat Rejects fcri Compisfeaft'H^caf te' projects 

20f//20t8 fcancialyear Coital projects expenrflwre wer fcydgefed c^Taf forte Mysarwita he 

projects, ffflpercent wpenfe of capital funding provided. (Capital vote available budget 
only fBrancT)] 32 and 5$ 


70 m 


Function 2-PIIIJ : 

SobTundon 1 • MIG PrcjerSs *:■ 

fepfem^t and mDnrtorprpjeds to ufifze the MIG yant atfecation to (he Ccnp&e al M!G fended caU 
n)iir4aftyfcrite20t7/20f8 fatf year Capital MiG projects qerim prefer he to'yes 
over tadgeted MIG capital projects. 100 percent exp^tfture of capifa' faic&w vita tie atate budget 
proved (af MIG funded Capital expenditure) 


Function3• PublicWortis : '* ' 

Sub-tuncdon 1 -Streets ^ " / 

loipteroentatfon of the approved projected Roads andStoncisterCewtal Ccoipfefestl roads and sformw ater Kew Nero 

Prqsds Jor the 2022/2016 teal yean Capital projects qpfa over ca (ft project w iie Social 

bodjetedcfiaiprojscts, 200 percent expovte ofcapdal tafitg prided, yearvfen he avaiable budget 
fCapfaivotes only (Brad) 87 aid SSJ. 

toads and Stcmivater Mainfenance forf/ie 2027/2018 financial year 100% CwipJ^ al projected New New 

expenditure of k naufaance budget for Main toads, Streets and Mfeme hr he to yes, 

Stormwater (Operotfonat votes [Branch) 35,37 aad 83 onfy sufrvofeiio 22) wita he araiiie budget 

And so on tor the rest of the Votes 
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The following table sets out the municipalities main performance objectives and benchmarks for 
the 2018/19 MTREF. 

Table 24 MBRR Table SA8 - Performance indicators and benchmarks 
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Knvsna Municipality ___ _ _ 

1.12.1 Performance indicators and benchmarks 


1.12.1.1 Borrowing Management 

Capital expenditure in local government can be funded by capital grants, own-source revenue 
and long term borrowing. The ability of a municipality to raise long term borrowing is largely 
dependent on its creditworthiness and financial position. As with all other municipalities, Knysna 
Municipality’s borrowing strategy is primarily informed by the affordability of debt 
The structure of Knysna Municipality’s debt portfolio is dominated by annuity loans The following 
financial performance indicators have formed part of the compilation of the 2018/19 MTREF. 

. Capital charges to operating expenditure are a measure of the cost of borrowing in relation 
to the operating expenditure. It can be seen that the cost of borrowing has remained 
constant at 5.5% in MTREF. While borrowing is considered a prudent financial instrument 
in financing capital infrastructure development, this indicator will have to be carefu ly 
monitored going forward as Knysna Municipality is reaching its prudential borrowing limits. 

. Borrowing funding of own capita! expenditure measures the degree to which own capital 
expenditure (excluding grants and contributions) has been funded by way of borrowing 
The average over MTREF is 68.8% which substantiates the above mentioned statement 
that Knysna Municipality is reaching its prudential borrowing limits. 

Knysna Municipality’s debt profile provides some interesting insights on Knysna Municipality's 
future borrowing capacity. Firstly, the use of amortising loans leads to high debt service costs at 
the beginning of the loan, which declines steadily towards the end of the loan s term. 

Knysna Municipality has raised mainly amortising loans over the past five years, hence effectively 
‘front-loading 1 its debt service costs. This is reflected in Knysna Municipality s debt service pro , 
which predicts a decline in debt service over the MTREF. 

In summary, various financial risks could have a negative impact on the future borrowing capacity 
of the municipality. In particular, the continued ability of Knysna Municipality to meet its revenu 
targets and ensure its forecasted cash flow targets are achieved will be critical in meeting the 
repayments of the debt service costs. 

It is very unfortunate that the municipality cash flow is still under pressure thereby prolonging the 
period necessary for building sufficient cash reserves. 


1 . 12 . 1.2 Safety of Capital . 

The debt-to-equity ratio is a financial ratio indicating the relative proportion of equity an 
debt used in financing the municipality’s assets. The indicator is based on the o a o 
loans, creditors, and overdraft as well as tax provisions as a percentage of funds and 

reserves. 


1.12.1.3 Liquidity 

Current ratio is a measure of the current assets divided by the current liabilities and as 
benchmark Knysna Municipality has set a limit of 1, hence at no pomt m time shou is 
ratio be less than 1. For the 2018/19 MTREF the current ratio is 1.3 in the 2019/20 
financial year 1.6 and for the 2020/21 financial year 1.8. 
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The liquidity ratio is a measure of the ability of the municipality to utilize cash and cash 
equivalents to extinguish or retire its current liabilities immediately. Ideally the municipality 
should have the equivalent cash and cash equivalents on hand to meet at least the current 
liabilities, which should translate into a liquidity ratio of 1. Anything below 1 indicates a 
shortage in cash to meet creditor obligations. For the 2018/19 financial year the ratio is 
0.4 and as part of the long term financial planning strategy it has been increased to 0.8 in 
the 2019/20 financial year. The ratio improves over the MTREF to 1.0 in 2020/21. As part 
of the longer term financial planning objectives this ratio will have to be set at a minimum 
of 1.2 as an acceptable ratio. 


1.12.1.4 Revenue Management 

As part of the financial sustainability strategy, an aggressive revenue management 
framework has been implemented to increase cash inflow, this include ongoing revenue 
enhancement services to ensure all revenue remains in the revenue net, as well as strict 
application of the credit control policy to collect all debt current and debt that has fallen in 
arrears. 


1.12.1.5 Creditors Management 

Knysna Municipality has managed to ensure that creditors are settled within the legislated 
30 days of invoice. With the liquidity ratio is improving and by applying daily cash flow 
management the municipality has managed to ensure a 100% compliance rate to this 
legislative obligation. This has had a favorable impact on suppliers’ perceptions of risk of 
doing business with Knysna Municipality, which is expected to benefit the Municipality in 
the form of more competitive pricing of tenders, as suppliers compete for Knysna 
Municipality’s business. 


1.12.1.6 Other Indicators 

The electricity distribution losses will be significantly managed and reduced from 8.2% in 
the 2016/17 financial year and this need to be reduced. The initiatives to ensure this is 
achieved include managing illegal connections, replacement of meters, minimizing unread 
meters and revenue enhancement initiatives where large consumers of electricity can be 
discovered that may not be metered. The funding for these initiatives has already been 
allocated in the adjustments budget of 201718 which was approved in February 2018. 


The water distribution losses must also be reduced from 23.9% in 2016/17. Losses must 
be managed through a combination of exception reports, meter deviation reports and 
revenue enhancement initiatives. Installation of smart water meters will assist in curbing 
these huge losses. A concerted effort is necessary to reduce the losses even further to 
within acceptable norms by the conclusion of the MTREF. 


Employee costs as a percentage of operating revenue is increasing in the 2018/2019 
financial year and escalates by R 25.8 million year on year as a result of anticipated 
adoption of the new organizational structure and the filling of critical vacancies necessary 
for service delivery as well as the general salary increase. Employee related cost 
continues to be one of the major costs related to service delivery and is carefully managed 
to be within acceptable norms. 


Repairs and maintenance as percentage of operating revenue is de 
by 0.7%. In real terms, repairs and maintenance has in 
Municipality’s strategy to ensure the management of i 
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1.12.2 Free Basic Services: basic social services package for indigent households 

The social oackaqe assists residents that have difficulty paying for services and are registered as 

services or service tariffs at a reduced rate. 

For the 2018/19 financial year between indigent households will receive Iholdfare 

reduced cost services. In terms of the Municipality's indigent policy registered households are 
entitled to 6kf fee water, 50 kwh of electricity, free sanitation and free waste removal services, a 
well as a discount/full subsidy on their property rates. 

Further detail relating to the number of households receiving^wrth 
basic services highest level of free basic services as well as the revenue cost associated wun 
fhe freeTasfc services is contained in MBRR A10 (Basic Service Delivery Measurement). 

Note that the number of households in Eskom distribution areas that receive free services and 
the cost of these services are not taken into account in the table noted a ove. 


1.12.3 Providing clean water and managing waste water 

Knysna Municipality is the Water Services Authority for the entire municipal area in terms of the 
Water Services Act, 1997 and also acts as water services provider. 

ThP Deoartment of Water Affairs conducts an annual performance rating of water works, 
presenting a Blue Drop or Green Drop award respectively to potable waterworks and waste wa er 
treatment works that meet certain criteria of excellence. 

The following is briefly the main challenges facing Knysna Municipality with regards to water and 
waste water management. 

. The infrastructure at certain waste water treatment works is old and require upgrade and 

refurbishment to continue meeting quality standards; rfiffi „ llt . 

. Shortage of skilled personnel makes proper operations and maintenance difficul , 

Water sources are scarce and bulk water augmentation is cntica! for the immediate future. 

The following are some of the steps that have been taken to address these challenges; 

Infrastructure shortcomings are being addressed through the capital budget, 

The filling of critical vacancies has received attention in this M TR Ef. Provinc i a | 

The Division is working in consultation with the Department of Water Affairs, Provincial 
government to address bulk water augmentation. 


1.13 Overview of budget related-policies 
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to ensure that communities are given relevant information to make their submission and or 
comments. 


1.14 Overview of budget assumptions 


1.14.1 External factors 

It is expected that the economic recovery will be slow and prolonged; the anticipated growth for 
2018 is 1.5% rising to 2.1% in 2021. 

Knysna municipality still find itself in the shadow of the economic downturn with limited financial 
resources at our disposal for service delivery this is also evident in the effort that needs to be 
made for the recovery of debt owed to the municipality. It is also therefore necessary to carefully 
evaluate spending decisions and to ensure value for money in all procurement processes. 


1.14.2 General inflation outlook and its impact on the municipal activities 

There are five key factors that have been taken into consideration in the compilation of the 
2018/19 MTREF: 

• National Government macro-economic targets; 

• The general inflationary outlook and the impact on the municipalities residents and 
businesses; 

• The impact of municipal cost drivers; 

• The increase in prices for bulk electricity and water; and 

• The increase in the cost of remuneration. Employee related costs comprise 27.0% of total 
operating expenditure in the 2018/19 MTREF and therefore this increase above inflation 
places additional upward pressure on the expenditure budget. 

1.14.3 Credit rating outlook 

The Municipality has not had a credit rating done and will consider doing one before the 
end of the financial year. 

1.14.4 Interest rates for borrowing and investment of funds 

The MFMA specifies that borrowing can only be utilised to fund capital or refinancing of borrowing 
in certain conditions. Knysna Municipality intends to take up al loan of R65 Million in the 2018/19 
financial year. The 2018/19 MTREF is based on the assumption that all borrowings are 
undertaken using fixed interest rates for amortisation-style loans requiring both regular principal 
and interest payments on a bi-annual basis. 

Interest rates for investment purposes low and the 
anticipated to average between 5% and 6% for the 2( 
movement anticipated for the remainder of the MTREF. 
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1.14.5 Collection rate for revenue services 

The base assumption is that tariff and rating increases will increase at a rate slightly higher that 
CPI over the long term. It is also assumed that current economic conditions, and relatively 
controlled inflationary conditions, will continue through the MTREF. 

The rate of revenue collection is currently expressed as a percentage (95.0%) of annual billings. 
Cash flow is assumed to be 95.0% of billings, plus an increased collection of arrear debt from the 
revised collection and credit control policy. The performance of arrear collections will however 
only be considered a source of additional cash in-flow once the performance has been carefully 
monitored. 


1.14.6 Growth or decline in tax base of the municipality 

Debtor’s revenue is assumed to increase at a rate that is influenced by the consumer debtor’s 
collection rate, tariff/rate pricing, real growth rate of Knysna Municipality, household formation 
growth rate and the poor household change rate. 

compilation of the general valuation roll for the period 2017 to 2022 has resulted in a growth in 
the assessment rates base for the MTREF, when allowing for objections and appeals on 
valuations as well as changes in categories in terms of the property rates policy, it is estimated 
that a real growth of between 3% and 4% will realise. Prudent financial management dictates 
that a conservative approach best serves a positive outcome and therefore the additional 
anticipated revenue as a result of the change in valuations necessitated a low additional revenue 
forecast. 


1.14.7 Ability of the municipality to spend and deliver on the programmes 

It is estimated that a spending rate of at least 97.0% is achieved on operating expenditure and 
100% on the capital programme for the 2018/19 MTREF of which performance has been factored 
into the cash flow budget. The spending on both the operating budget and capital budget financed 
from own funding alike will be dependent on the realising of 
cash flow estimates for the MTREF. 


1.15 Overview of budget funding 
Funding of the Budget 

Section 18(1) of the MFMA determines that an annual budget can 

• Realistically expected revenue to be collected; 

• Cash-backed accumulated funds of preceding years’ surpluses not earmarked for other 
purposes; and 

• Borrowed funds, but only for the capital budget referred to in Section 17. 

Full achievement of this requirement effectively entails that a Council ‘balances’ its budget by 
ensuring that the budgeted outflow balances with a combination of planned inflow. 
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Credible Budget 

A credible budget, among other things, is a budget, which: 

• Only funds activities which are in line with the revised IDP and vice versa and which 
ensure that the IDP is realistically achievable while taking account of the financial 
restrictions of the municipality; 

• Is achievable in respect of agreed service delivery and performance targets; 

• Contains revenue and expenditure projections that are in line with current and previous 
performance and that are supported by documented evidence of future assumptions; 

• Does not compromise the financial viability of the municipality (ensures that the financial 
position is contained within generally accepted prudent limits and that obligations can be 
met in the short, medium and long term); and 

• Provides managers with suitable levels of delegation to enable them to fulfill their 
financial and managerial responsibilities. 

A budget sets out certain service delivery levels and accompanying financial implications. 
Consequently, the community must realistically expect to receive these promised service levels 
and to understand the accompanying financial implications. High under spending due to under 
collection of revenue or poor planning is a clear example of a budget that is not credible and 
realistic. 

Furthermore, budgets tabled as early as 90 days before the start of the budget year, must remain 
credible and fairly close to the final approved budget. 

Long term financial planning 

The current draft budget only proposes to borrow an amount equal to the redemption portion of 
current borrowing as it will not place an unaffordable strain on the municipal financial position. 
The municipality has made current provision, cash- backed at 100%. The budget is fully compliant 
with GRAP standards. This will assist the basis for sound financial practices and compliance in 
terms of the MFMA and GRAP. 


1.15.1 Medium-term outlook; operating revenue 

The following table is a breakdown of the operating revenue over the medium-term: 

The following graph is a breakdown of the operational revenue per main category for the 2018/19 
financial year. 
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Revenue by Source • Major - Chart A5(a) 



Tariff setting plays a major role in ensuring desired levels of revenue. Getting tariffs right assists 
in the compilation of a credible and funded budget. Knysna Municipality derives most of its 
operational revenue from the provision of goods and services such as water, electricity, sanitation 
and solid waste removal. Property rates, operating and capital grants from organs of state and 
other minor charges (such as building plan fees, licenses and permits etc 
revenue. 


The revenue strategy is a function of key components such as: 

• Growth in Knysna Municipality and economic development: 

• Revenue management and enhancement; 

• Achievement of a 95.0% annual collection rate for consumer revenue; 

• National Treasury guidelines; 

• Electricity tariff increases within the National Electricity Regulator of South Africa (NERSA) 
approval; 

• Achievement of full cost recovery of specific user charges; 

• Determining tariff escalation rate by establishing/calculating revenue requirements; 

• The Property Rates Policy in terms of the Municipal Property Rates Act, and 

• And the ability to extend new services and obtain cost recovery levels. 
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The above principles guide the annual increase in the tariffs charged to the consumers and the 
ratepayers aligned to the economic forecasts. 

The tables below provide detail investment information and investment particulars by maturity. 

Table 25 MBRR SA15 - Detail Investment Information 


WC048 Knysna - Supporting Table SA15 Investment particulars by type 


Investment type 

R thousand 


2018/19 Medium Term Revenue & 

Expenditure Framework 

Ref 

Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

+2 2020/21 

Parent municipality 

Securities - National Government 

Deposits - Bank 

Deposits - Public Investment Commissioners 


88 108 

88 108 

88 108 

Municipality sub-total 

1 

88 108 

88 108 

88 108 

Consolidated total: 


88 108 

88 108 

88 108 


1.15.2 Medium-term outlook: capital revenue 

The following table is a breakdown of the funding composition of the 2018/19 medium-term capital 
programme: 


Table 26 Sources of capital revenue over the MTREF 


Vote Description 

R thousand 

Ref 

1 

Current Year 2017/18 

2018119 Medium Term Revenue & 

Expenditure Framework 

Original 

Budget 

1 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 

2018119 

Budget Year 

tl 2019/20 

Budget Year 

422020/21 

Funded by; 









National Government 


32578 


r 31620 


42234 


U 

Provincial Government 


25523 

46515 

r 46 515 


10056 

56 

r 56 

District Municipality 



- 

r 


- 

- 

- 

Other transfers and grant 



- 

f 


f 

- 

- 

Transfers recognised - capital 

4 

53101 

78136 

M 

- 

52 290 

33 057 

28 659 

Public contributions & donations 

5 


- 

m 


r 

- 

- 

Sorrowing 

6 


35033 



65994 

52135 

62987 

Internally generated funds 


WM 

53 431 



r 29892 

28417 

29267 

Total Capital Funding 

7 

137 512 

166 599 

168 599 

- 

148176 

113 609 
_ 

120914 



la ruir'PAurf 


i 9 i4aK ibid 
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The above table is graphically represented as follows for the 2018/19 financial year. 


Capital funding by source - Chart A13 
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CY 17/18 ADJ 

CY 17/18 
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CY 17/18 
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Budget Year 
+ 119/20 

Budget Yea t 
+22QT21 

58100880 

78135 574 

78135 574 

78135574 

52290 000 

33056695 

28659174 

4084 1 600 

5343 0 7 41 

53430741 

53430741 

29 89 2 061 

28417354 | 

2926 7 3 54 

38569614 

3503 2 8 90 

36032890 

35032 B90 

65993 513 

52135 1 86 1 

62 98 7 0 75 
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The following table is a detailed analysis of Knysna Municipality’s borrowing liability. 


Table 27 MBRR Table SA 17 - Detail of borrowings 


Borrowing - Categorised by type 

Ref 

2018/19 Medium Term Revenue & 

Expenditure Framework 

R thousand 


Budget Year 

2018/19 

Budget Year 

+1 2019/20 

Budget Year 

+2 2020/21 

Parent municipality 

■ 




Annuity and Bullet Loans 

■ 

163 132 

197 938 

233 449 

Municipality sub-total 

1 

163132 

197 938 

233 449 

Total Borrowing 


163 132 

197 938 

233 449 


Unspent Borrowing - Categorised by type 

Parent municipality 

1 




Total Unspent Borrowing 

Bl 

- 

- 

- 


1.15.3 Cash Flow Management 

Cash flow management and forecasting is a critical step in determining if the budget is funded 
over the medium-term. The table below is consistent with international standards of good financial 
management practice and also improves understandability for councilors and management. 
Some specific features include: 

• Clear separation of receipts and payments within each cash flow category; 

• Clear separation of capital and operating receipts from government, which also enables 
cash from ‘Ratepayers and other’ to be provide for as cash inflow based on actual 
performance. In other words, the actual collection rate of billed revenue., and 

• Separation of borrowing and loan repayments (no set-off), to assist with MFMA 
compliance assessment regarding the use of long term borrowing (debt). 

It can be concluded that Knysna Municipality has a surplus against the cash backed and 
accumulated surpluses reconciliation. The challenge for Knysna Municipality will be to ensure 
that the underlying planning and cash flow assumptions are meticulously managed, especially 
the performance against the collection rate. 

1.16 Contracts having future budgetary implications 

In terms of Knysna Municipality’s Supply Chain Management Policy, no contracts are awarded 
beyond the medium-term revenue and expenditure framework (three years). In ensuring 
adherence to this contractual time frame limitation, all reports submitted to either the Bid 
Evaluation and Adjudication Committees must obtain formal financial comments from the 
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1.17 Legislation compliance status 

Compliance with the MFMA implementation requirements have been substantially adhered to 
through the following activities: 

1. In year reporting 

Reporting to National Treasury in electronic format is fully complied with on a monthly basis 
up until the last section 71 reporting to the Executive Mayor (within 10 working days) and has 
progressively improved and includes monthly published financial performance on Knysna 
Municipality’s website. 

2. Internship program 

Knysna Municipality is participating in the Municipal Financial Management Internship 
program. There are currently eleven interns with five of them funded in the FMG in the current 
financial year of which it will be increased to fund eight in the 2018/2019 financial year. 

3. Budget and Treasury Office 

The Budget and Treasury Office has been established in accordance with the MFMA and 
guidelines for establishment of BTO as issued by Provincial Treasury. 

4. Audit Committee 

An Audit Committee has been established and is fully functional. 

5. Service Delivery and Implementation Plan 

The detail SDBIP document is submitted as draft with the daft MTREF and will be approved 
with the 2018/19 MTREF in May 2018 directly aligned and informed by the 2018/19 MTREF. 

6. Annual Report 

Annual report is compiled in terms of the MFMA and National Treasury requirements. The 
annual report was tabled in Council on 22 March 2018 and has been approved and adopted 
by Council. 

7. Minimum competency training 

Minimum competency training is underway and all required staff members are enrolled for 
the completion of the required training. Extension for the compliance has been granted by 
the National Treasury. Our participation in this program is in line with the assessment of 
current skills pool and capacity building to ensure less reliance on consulting services. 
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1.18 Municipal manager’s quality certificate 


I KAMI CHETTV, municipal manager of Knysna Municipality, hereby certify that the annual budget 
and supporting documentation have been prepared in accordance with the Municipal Finance 
Management Act and the regulations made under the Act, and that the annual budget and 
supporting documents are consistent with the Integrated Development Plan of the municipality. 


Print Name: K CHETTY 
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